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DEVELOPMENT 


Two important and interesting books by Professor Gunnar Myrdal 
have recently been published: An International Economy. Problems 
and Prospects, Routledge and Kegan Paul, London, 1956, and Economie 
Theory and Underdeveloped Regions, Duckworth, London, 1957. In these 
two books Myrdal is concerned with problems arising in the economic 
development of backward countries. The later and much the briefer 
book might be regarded as outlining his “‘ model” and the earlier as 
providing some of the detail, especially in the field of international 
economic relations. 


It may often be misleading to seek modern ideas in the work of 
an earlier writer, but, despite differences in sophisticaction of economic 
knowledge, logical arrangement of ideas, and clarity of argument, 
there are, in fact, some striking similarities between the ideas of Gunnar 
Myrdal and Friedrich List. List’s ideas are developed in his National 
System of Political Economy, first published in German in parts from 
1841 to 1844, and translated into English in 1885. List is often dismiss- 
ed in the histories of economic thought as a bigoted protectionist but, 
however pedestrian much of his book may appear now, his contribution, 
in view of similarities between it and the views expressed by Myrdal 
and other modern writers on economic development, may require a new 
evaluation. This is especially true of Book II entitled ‘“‘ The theory ”’. 


The sections which follow seek to show the similarities in approach 
between Myrdal and List. The discussion is under the following 
section headings: I. Value Premises and Objects of Study; II. 
Attitude towards Orthodox Economics; III. Agriculture versus 
Manufacturing; IV. The Theory of International Trade; V. Need 
for a new Approach in Economics; VI. Policy. The concluding 
section offers some tentative conclusions and critical comments. 
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I. VALUE PREMISES AND OBJECTs OF STUDY 
Myrdal 


In the preface to the English edition of his Political Element in the 
Development of Economic Thought, Myrdal claims that the “ belief in 
the existence of a body of scientific knowledge acquired independently 
of all valuations is naive empiricism ’’ and pleads for the necessity of 
always working from the very beginning with explicit value premises. 
In his two recent books, value premises are stated explicitly. They 
are three in number : the desirability of equality of opportunity for 
inequalities—personal, regional, national—is an evil and any trend 
towards equality a social good ; the desirability of political democracy 
both as a means to equality within nations and for the human values 
it encourages; and the desirability of international  inte- 
gration, though he believes that a necessary step towards it may be 
national integration which might in the short period cause further 
international disintegration. A fourth value premise is implicit : 
that economic growth is worth aiming at. 


Myrdal is concerned with the inability of traditional economics to 
explain the great and growing differences in per capita incomes between 
nations and the inverse correlation between average incomes and 
regional and personal inequalities, with the construction of a more 
relevant and useful theory, and with the broad lines of development 
policy necessary to raise incomes in the poorer countries and to decrease 
inequalities inthem. He sets out deliberately to examine their problems 
from the interests of the backward countries themselves. 


List 


List does not state his value premises so explicitly but they are 
neverthless generally clear. As Professor Nicholson points out in his 
introductory essay to the English translation of The National System 
of Political Economy, List is “‘ an enthusiast for freedom ” both “ in the 
larger political sense ” and as a factor in economic progress. List is, 
perhaps, a nationalist in a sense in which Myrdal certainly is not since 
the initial impetus to List’s study came from his desire for the national 
unification of Germany. But in his book he is more concerned to make 
a general case for national unity and development. Further, the deve- 
lopment of nation states and the growth of their economies to an 
advanced level comparable with each other is a necessary step on the 
‘way to “the universal republic ”’ (indeed, in his attitude towards it 
he is far ahead of many of his contemporaries), for he does not believe 
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a universal republic can be achieved until differences in the level of 
development between nations have disappeared. Though he has 
nothing to say about personal inequalities and nothing that is explicit 
about regional income differences, it is clear he is concerned with 
removing national inequalities. 


Like Myrdal, List is conerned with the inadequacy of the orthodox 
economics of his day (as he understands it) to explain inequalities 
between nations, with the development of a more appropriate theory, 
and with the formulation of policy. : 


II. ArtirupE Towarps OrtHOopOx Economics 


With both Myrdal and List, then, an essential part of their study 
is to explain why the economics of their day is incapable of explaining 
differences in the level of development or of forming the basis of deve- 
lopment policy. 


Myrdal 


Myrdal reminds us that long before western countries were political 
democracies or had adopted egalitarian policies, economic and social 
theories, growing up in a social climate influenced by the great religious 
systems of morals, the philosophy of natural law, utilitarianism and 
hedonistic psychology, had at their roots ultra-radical premises that 
were strongly egalitarian in sympathy. Yet, Myrdal asserts, tradi- 
tional economic theory demonstrating “ from the beginning a parti- 
cularly strong tendency to escape from raising the equality issue” 
has been conservative in its predilections. 


Though part of the explanation may lie in the conservative current 
of thought—the belief, for example, that it is human nature and not 
environment which makes individuals what they are—flowing along- 
side these more radical currents, in the social origins of thinkers, or in 
the rationalisation of vested interests, Myrdal believes that a greater 
part lies in the history of economic thought itself. In the classical 
period the principle of population cast doubt upon the wisdom of 
egalitarian policies. By the time of Mill, however, birth-control was 
within sight of becoming a social habit. It might have been anticipated 
that his distincion between production where natural laws were supreme, 
and distribution where interference was legitimate would have encourag- 
ed economists in egalitarian reforms, but, instead, ‘‘ economists used 
this device for the purpose of directing their analysis almost entirely 
on production and exchange.” Possibly this was because the inherited 
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philosophy had also provided the antidotes—the doctrines of the natural 
harmony of interests and of laissez-faire and the belief in free competi- 
tion—to its own radicalism ; but, equally important continues Myrdal, 
a static approach to redistribution, the neglect of its effects upon factor 
quality, and the fear it would result in a disorganisation of production, 
also inhibited anything but the mildest reformism. It is therefore not 
surprising that ‘‘ the problems peculiar to the underdeveloped countries 
tended to fade out in a pale distant haze—until in recent years they 
were forcefully pressed upon the world by the political and spiritual 
revolt of the peoples living there.” 


But Myrdal further argues that traditional economic theory has 
been inadequate to explain national and international inequalities or 
to provide the basis for adequate development policies because its 
central assumptions have been unrealistic or irrelevant for the purpose. 
The assumption of stable equilibrium, which “in our tradition has 
become something of a general thought—from (and) is imbued with- 
a teleological intent ,” however useful in comprehending and demon- 
strating the universal inter-dependence of the data of the economic 
system, cannot be applied to a social process such as economic deve- 
lopment “‘ for there is no such tendency towards automatic self-stabilisa- 
tion in the social system (since) the system is by itself not moving 
towards any sort of balance between forces, but is constantly on the 
move away from such a situation.”” Another unrealistic and irrelevant 
assumption is that a distinction can be made between economic and 
non-economic influences. It is, says Myrdal, ‘ta useless and non-sensical 
device ”’ in logic “ for it is precisely in the realm of that large part of 
social reality, which is left outside economic analysis by abstraction 
from the non-economic factors, that the equilibrium assumption falls 
to the ground.”’ It is these influences that are among the main vehicles 
for the cumulative processes of economic development. Moreover, 
the doctrines of the natural harmony of interests and of laissez-faire 
and the belief in the existence of free competition, implied it was un- 
necessary to give thought to formulating positive developmental 
policies. 


List 


Just as Myrdal believes that modern economics has been inadequate 
to deal with the problems of backward countries because it has evaded 
the equality issue and because its central assumptions have been 
inappropriate, so also does List argue that the “ popular school ” of 
his day (as he calls those whom he assumes to be followers of Adam 
Smith) had ingnored differences in the level of development between 
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nations with the result that its economics had been of little use in the 
formulation of policies to reduce these inequalities. In this respect 
List distinguishes between “‘ the true political or national economy ” 
and “‘ cosmopolitical economy .”’ The latter, which was the economics 
of “‘ the popular school ,” had as “ its sole object the interests of the 
whole human society, without regard to the separate interests of 
distinct nations.” It depended upon “ the idea of a perpetual state of 
peace” and of “a universal republic” which had not yet come into 
existence. More directly, it assumed that particular policies (such as 
free trade) favourable to England, the most advanced country of the 
day, were of general benefit, thus ignoring the great differences in the 
development of different nations. By contrast, the study of the true 
political or national economy which deduced “‘ the policies which each 
separate nation had to obey in order to make progress in its economical 
conditions ” had been neglected. He argues further in similar vein 
that though “‘ the power of producing wealth is infinitely more important 
than wealth itself,” yet economists were more interested in the laws 
governing the exchangeable value of wealth than in the causes of its 
growth : these were, in fact, two very different studies. 


In any case the economics of the popular school was inadequate 
for the study of development since it did not appreciate the relevance 
of social and mental factors in the growth of wealth, praised laissez- 
faire and ignored the part the state might play in increasing the powers 
of production, and assumed the existence of free competition between 
nations. It is not surprising that List has no discussion of the sophisti- 
cated notion of stable equilibrium, but he is, as later discussion will 
suggest, well aware of the possibilities of cumulative causation. 


List has three further critical comments to make which are of 
interest. Firstly, he is critical of the limited view taken by Smith 
of division of labour. The error had been committed, he complains, 
of confining it to “‘ division of different commercial operations between 
different individuals ’’ in each “* separate manufactory or farm.”” Had 
it been seen also ‘tas a confederation or union of various energies, 
intelligences, and powers on behalf of a common production” some 
important implications might have been noticed : that in manufacturing 
itself the success of any enterprise depends upon ‘“ the confederation 
of its productive powers with those of all other kinds of manufacture ”’; 
that if account is taken of regional specialisation in agriculture then, 
contrary to Smith’s assertion, it is widely applicable to agriculture 
also ; that “‘ the same law extends its action especially over the whole 
manufacturing and agricultural power, over the whole economy of the 
nation ’’ ; and that a due specialisation between manufacturing, agri- 
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culture, transport, mental and physical activities, is necessary to 
improvement in productive powers. Is it too much to see in this a 
striving towards a concept of external economies? Secondly, while 
List follows, Malthus in his belief that too high a rate of saving, in 
List’s words, “ must lead to poverty, barbarism, powerlessness, and 
decay of national progress,” he thought the classical view of capital 
accumulation limited by its neglect of ‘‘ mental capital,” the importance 
of improvements in productive powers in providing additional sources 
of capital accumulation, and the effects of protection in encouraging 
foreign investment. He rejected, however, the Malthusian principle 
of population as of immediate relevance since it underestimated the 
possibilities of expansion in food production through an extension in 
cultivation and the application of new knowledge. 


Both Myrdal and List are specially critical of the theory of inter- 
national trade and the policy of free trade. Before examining, how- 
ever, their reasons it is desirable to notice what they have to say of the 
place of agriculture and manufacturing in development. 


III. AGRICULTURE versus MANUFACTURING 
Myrdal 


Myrdal implies that underdeveloped countries have, almost by 
definition, a high proportion of their population employed in agriculture. 
This is both an effect and a cause of low incomes. The population 
lives overcrowded on the cultivated land, even in sparsely populated 
countries. There is a vast amount of disguised unemployment (or 
at least employment at negligible levels of productivity) : “ if part of 
this free labour can become gainfully employed, it is a net advantage 
for the country even if, for this purpose, a shelter against competition 
needs to be created.” The people often live under the course of a 
feudal system of landownership and the tyranny of the moneylender. 
Culture is static and opposed to change. What external trade exists 
tends to promote specialisation in the export of primary products, 
inelastic in both price and income demand, fluctuating in price, uncertain 
in future trend, conferring few external economies, and passing on the 
gains from technical improvements to the richer countries in the form 
of low prices while the countries exporting manufactured goods to 
them retain the gains from improvements in the form of higher incomes. 


By contrast a country has much to gain from industrialisation. 
“Manufacturing industry represents, in a sense, a higher stage of 
production. Not least in the underdeveloped countries the producti- 
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vity of manpower in industry tends to be considerably greater than in 
the traditional agricultural pursuits.” Further, “ almost every new 
industrial enterprise yields benefits to the whole economy, which are 
not reflected in the profit calculations, in the form of external economies 
of all sorts, an increase in the number of trained workers, etc.”” Manu- 
facturing absorbs the surplus labour of the rural areas. Manufacturing 
** loosens fixed social patterns.” It makes for a more dynamic culture 
and a greater willingness to accept innovations—‘ thus modern civilisa- 
tion in almost all its most sophisticated forms is rooted in, and depends 
upon, city life ; urbanisation is not possible without some measure of 
industrialisation. Indeed, a broad association seems to exist between 
industrialisation on the one hand, and social and economic change on 
the other.” Agriculture itself benefits since Myrdal concurs with 
Professor Galbraith’s view that ‘“‘a purely agricultural country is 
likely to be unprogressive even in its agriculture.” 


But Myrdal is not urging the encouragement of manufacturing 
only and the neglect of agriculture, for each depends upon progress 
in the other. A main obstacle to industrialisation is the lack of a large 
and expanding market. This in turn is the consequence of the poverty 
of the vast masses of the population engaged in agriculture. Moreover, 
despite any industrialisation programme the majority of the population 
must be so employed for a long time. Rising incomes in agriculture 
are therefore necessary to provide a market for industrial products. 
Again, since initially at least a high proportion of any gains in average 
incomes will be spent on food an expansion in its production is necessary 
to lessen the dangers of inflation. Further, emphasis on change and 
innovation in agriculture is urgent since only in this way can the 
process of social integration be given that solid start at the “* grass roots ”’ 
which is necessary if it is to be steady and peaceful and make its contri- 
bution to rapid social growth. Finally, an expansion in primary 
products may, despite the price problems involved, be necessary, in 
the early stages of development at least, if there is to be a sufficient 
command over capital imports from abroad. 


List 


List like Myrdal emphasises the disadvantages of a purely agri- 
cultural community and stresses the need to encourage manufacturing. 
But like Myrdal he wants a prosperous agriculture as well: it is 
important to remember this for in the text-books it is usually assumed 
that he is for manufacturing and against agriculture. In a long discus- 
sion of the relative merits of a purely agricultural country and one in 
which both agriculture and manufacturing are developed he warns us 
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that for the purpose of comparison “ agriculture must be regarded as 
it exists in its primitive state and not as it has been improved by the 
influence of manufactures.” 


**A nation,” he writes, “‘ which only carries on agriculture is 
an individual who in his material production lacks one arm.’”” Farmers 
“lived dispersed over the whole surface of a country’; they have 
little ‘*‘ mental and material intercourse’’ with one another ; each does 
“almost precisely what the other does”; their business requires 
** but little mental exertion and bodily skill’ ; they are more likely to 
be subject to feudal overlordship and political tyranny : accordingly 
“‘in a country devoted to mere raw agriculture, dullness of mind, 
awkwardness of body, adherence to old notions, customs, methods, 
and processes, want of culture, of prosperity, and of liberty prevail.” 
Since agriculture is the only major avenue of employment than as 
population increases some have to emigrate or remain on the land “ till 
the landed property of every family has become so small” that little 
surplus exists to exchange for manufactured goods. ‘* New inventions 
and improvements are of little value”; transport and communication 
are little developed; the increasing returns of manufacturing are 
neglected. Resources are incompletely used since regional specialisa- 
tion in a purely agricultural community is limited; there are also 
resources which agriculture alone cannot use. What export surplus 
exists is subject to the caprices of protected foreign markets : in neglect- 
ing manufacture “ a part of the productive power which the agricultural 
nation thus loses, will fall to the lot of that nation which exchanges its 
manufactured goods for agricultural products.” 


List then proceeds to discuss the qualities necessary in a population 
to enable it to develop its productive powers, outlines the characteristics 
the social environment must possess if these qualities are to be 
encouraged, and argues that it is manufacturing which is more 
likely to provide this environment. Manufacturing also, he argues, 
opens up the resources of a country and makes possible the utilisation 
of resources agriculture alone cannot use so that “ articles, formerly 
quite useless, can now assume a degree of importance in the statistical 
returns of the national produce, which far surpasses the total of the entire 
agricultural produce in previous times ”; moreover, the encouragement 
a manufacturing society gives to science provides new opportunities 
for the exploitation of resources. Further, manufacturing is itself 
conducive to a flourishing and progressive agriculture : it provides 
employment for excess farm population reducing fragmentation ; 
the manufacturing population provides a market for the surplus food 
products of agriculture and manufacturing itself uses increasing quanti- 
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ties of primary products ; the increased demand for farm products and 
the improved transport accompanying industry encourages regional 
specialisation in agriculture ; the higher profits and rents and the new 
spirit of innovation encourage agricultural improvements. 


List, however, takes to task those countries that have neglected 
their agriculture. A prosperous agriculture provides a market for 
manufactured goods : “* a continuous increase of the agricultural surplus 
produce will occasion a continuous increase of the demand for manu- 
facturing workmen.” If a state does succeed in commencing develop- 
ment then “ agriculture and industrial productive power will increase 
reciprocally, and indeed ad infinitum.”’ Indeed, one of the virtues of 
manufacturing is just that it encourages agriculture and there is no 
better remedy for “‘ the continued depreciation of the agricultural 
power of @ nation than to establish an internal manufacturing power.” 


In his opinion trade, transport and communication, agriculture and 
manufacturing, and a suitable social climate, all develop together and 
mutually support each other. 


IV. Tue THeory or INTERNATIONAL TRADE 
Myrdal 


Myrdal claims that a knowledge of the theory of international 
trade is of little help in explaining international economic inequality 
or why it continues to grow. 


Implicit in the classical theory and directly explicit in more recent 
theory is the view that trade initiates a strong tendency towards at 
least a partial equalisation of factor prices and incomes between 
countries. It is a “ strange thing that in recent decades, while inter- 
national economic inequalities have been growing and recently also 
become of more and more pressing practical concern in international 
politics, the theory of international trade has developed in the direction 
of stressing more and more the idea that trade initiates a tendency 
towards a gradual equalisation of factor prices and incomes as between 
different countries.”” The theory has conditioned the advice so often 
given to underdeveloped countries by western economists that they 
should avoid tampering with trade and payments. The adoption of such 
advice would, in Myrdal’s view, have the effect of making it difficult 
for these countries to move from an agricultural economy to a mixed 
industrial-agricultural economy and to achieve a more rapid rate of 
economic growth. 
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Myrdal argues that the main explanation why international trade 
theory has been so inadequate as a basis for policy in underdeveloped 
countries is that “in a higher degree than any other part of economic 
speculation (it) has kept faithful to the heritage of the classical eco- 
nomists.”” The laissez-faire bias, the notion of harmony of interests, 
and of free competition, have been given freer play in the theory of 
international trade than in other economic theories. More than any 
type of theory it has also been dominated by the assumption of stable 
equilibrium. Perhaps most important the neglect of ‘* non-economic ” 
(social) factors has caused it to ignore those very influences which are 
important in bringing about variations in the qualities of the productive 
factors. 


While international trade theory has been unable to explain the 
facts of the real world, the adoption of free trade policies based upon 
it has lead to inequalities which trade itself was supposed to decrease. 


List 


List is also critical of international trade theory and of the policy 
of free trade deduced from it, both of which he regards as the central 
theses of ‘‘ cosmopolitical economy.” 


He argues, firstly, that “‘ the idea of a perpetual state of peace 
forms the foundation of all the arguments’”’ for free trade. But instead 
there were independent nations determining their own policies, often 
aggressive in intent: “‘ the popular school has assumed as actually 
in existence a state of things which has yet to come into existence.” 
It is only if “‘ we assume a universal union or confederation of all 
nations as the guarantee of an everlasting peace’ that “ the principle 
of international free trade seems to be perfectly justified.” 


Secondly, since the nations of the world had developed inde- 
pendently of one another, they were all at different levels of develop- 
ment. Only when all nations had attained “to as nearly the same 
degree as possible of industry and civilisation, political cultivation and 
power’ would universal free trade be a desirable policy. Without 
this, universal free trade would only lead to “ a universal subjection of 
the less advanced nations ,” to the supremacy of the most advanced 
(which, when List wrote, was England). 


Thirdly, though free trade might result in the efficient allocation 
of given fixed resources, the actual power of producing wealth was not 
given and fixed. It was a mistake of the free trade argument it assumed 
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it so. A departure from free trade by encouraging manufactures was 
a policy that could increase the productive powers of the economy. 


Both Myrdal and List, therefore, argue the deficiencies of traditional 
theory. We now turn to an examination of the type of theory they 
wish to see developed. 


VY. Tue NEED For A New ApprRoACH IN ECoNomIcs 


Myrdal 


The younger economists of the underdeveloped countries should 
be aware, Myrdal urges, “ that much of economic theory is a rationalisa- 
tion of the dominant interests in the industrial countries where it was 
first put forward and developed.”’ He appeals to them to give up the 
central assumptions of traditional economics—laissez-faire—“ and, more 
specifically, the free trade doctrine ”’; stable equilibrium ; the distinc- 
tion between economic and non-economic influences—and “to start 
their thinking afresh from a study of their own needs and problems.” 
He himself suggests the outline of a possible approach. He believes 
that “the principle of inter-locking, circular inter-dependence within 
a process of cumulative causation has validity over the entire field of 
social relations ,”” argues that “it should be the main hypothesis when 
studying economic underdevelopment and development ”’ and concludes 
that the application of this hypothesis “ moves any realistic study far 
outside the boundaries of traditional economic theory.” In his outline 
he distinguishes between “‘ backwash effects’’ and “ spread effects ”’ 
and applies the distinction to both regional and national income in- 
equalities. 


He argues that “ if things were left to market forces unhampered 
by any policy interferences (economic activities) would cluster in 
certain localities and regions, leaving the rest of the country more or 
less in a backwater.” These are his “backwash” effects. More 
specifically the movement of goods does not by itself counteract any 
natural tendency to regional inequalities ; rather it is the media through 
which cumulative differences grow. Trade operates with “a funda- 
mental bias in favour of the richer and more progressive regions against 
the other regions (for) the freeing and widening of the markets will 
confer such competitive advantages in already established centres of 
expansion, which usually work under conditions of increasing returns, 
that even the handicrafts and industries existing earlier in the older 
regions are thwarted.’’ Capital is attracted to the expanding regions ; 
the banking system channels funds to it; growth of incomes there 
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provide additional funds for development. Similarly migration of 
labour is likely to be selective in age and quality. Again, the develop- 
ment of public utilities and of transport systems in the one and the 
neglect of them in the other will accelerate the growth of disparities. 
The backward areas can afford fewer schools and medical facilities 
with obvious effects upon relative factor efficiencies and their inhabi- 
tants as well are likely to possess more primitive customs, taboos, and 
the like. It is in this connection that Myrdal writes that “ as industria- 
lisation is the dynamic force in this development, it is almost tautological 
to state that the poorer regions remain agricultural.” 


By contrast are the “ spread effects ’’ radiating out to other regions 
from the centre of economic expansion. The whole area around the 
centre of expansion gains from the increasing outlets for primary pro- 
ducts and from the stimulus to technical advance. The spread effects 
also influence localities farther away where favourable conditions exist 
for producing raw materials for the growing industries in the expanding 
centre : in certain circumstances this may result in these areas becom- 
ing new centres of expansion. Wherever growth commence it may be 
reinforced by all those “‘ external economies ’’ modern research is 
revealing ; they may continue to give the centres strength long after 
the original influences have disappeared. These centres of expansion 
are almost invariably industrial centres. 


In marginal cases there may be a balance between the two kinds 
of effects, but this, argues Myrdal, does not establish a case for the stable 
equilibrium assumption since a change in the strength of the opposing 
forces may, unless new exogenous forces appear, bring about cumulative 
changes in one direction. 


To explain why regional inequalities decrease as average incomes 
rise Myrdal refers to two further facts. Firstly, the higher the level 
of development the stronger will be the spread effects for improved 
transport and communication, higher levels of education, and a more 
dynamic spread of ideas and values are probable ; the curse of a low 
level of development is that spread effects are weak and free market 
forces work powerfully to create regional inequalities. Secondly, 
wealthier countries, usually democratic in nature, accept a responsi- 
bility for reducing regional and personal inequalities and have the 
taxable capacity that allows them “ elbow-room ”’ to do so; smaller 
resources, less efficient government, feudal remnants and democratic 
immaturity, make egalitarian policies more difficult in poor countries. 
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Just as market forces within a country may have backwash effects 
so also does international trade have strong backwards effects on under- 
developed countries for the widening of markets strengthens the manu- 
facturing industries of the richer and progressive countries at the expense 
of what little industry the poorer countries possess. Trade has also 
tended to promote the specialisation of underdeveloped countries in 
the production and exports of primary products, with the consequences 
mentioned earlier. Capital has tended to shun backward for the richer 
countries where capital resources are already ample ; indeed, without 
exhange control capital flight from the poor countries is probable. 
While western countries have the wili and the resources to accept 
responsiblities for development policies backward countries may some- 
times have had neither. 


List 


List pleads for a true national or political economy “ to accomplish 
the economical development ”’ of nations to fit them “ for admission 
into the universal society of the future.” Without such a science it 
would be impossible to explain why some nations (e.g. Germany) 
could be “‘ devastated in every century by pestilence, by famine, or 
by civil or foreign wars ”’ and recover while others (e.g. Spain ) “ rich 
and mighty but despot and priest-ridden’’ have sunk deeper into 
poverty ; why some modern nations are “‘ incomparably richer, more 
populous, more powerful, and prosperous ”’ than the nations of former 
times ; or why Europe was more prosperous than Asia. Nor without 
such a science would it be possible to devise policies for development. 


List, however, does not provide us with as explicit a model of the 
new science as Myrdal does, though its main contours appear to be 
fairly clear. 


It must not concentrate all its attention on the laws determining 
the exchangeable value of wealth, but it must be concerned also with the 
laws which determine increases in the volume of wealth. It must 
therefore not take the powers of production as given but must seek to 
find the laws explaining their increase. List makes a number of 
important points in this connection. The new political economy must 
not concentrate its attention on material capital to the exclusion of 
immaterial capital for “‘ the present state of the nations is the result 
of the accumulation of all discoveries, inventions, improvements, 
perfections and exertions of all generations which have lived before us.”’ 
This “‘ mental capital of the present human race ”’ is, however, only 
productive “‘ in the proportion in which (nations) know how to appro- 
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priate these attainments of former generations and to incrase them by 
(their) own acquirements.’’ Economics must then recognise the impor- 
tance of social and political factors which determine incentives, the 
quality of the productive factors, and the degree to which human energies 
are free and encouraged to pursue economic activities. It must as the 
discussion has made clear recognise the interdependence of economic 
activities in growth. Though List makes no mention of the process 
of circular causation the recognition of the importance of this is implicit 
in his discussion of agriculture and manufacture. 


Political economy for List is therefore both a science and an art. 
As an art it teaches that some present sacrifice may be necessary for 
future gain, that policy must vary with the degree of development, 
and that manufacturing is a chief mechanism in development and 
the vehicle for the operation of social forces. 


VI. Po.uicy 


Myrdal 


The political independence of underdeveloped societies is, argues 


Myrdal, their most precious asset for it gives them freedom to organise 
their own affairs in their own interests and, at the same time, the 
most important factor in releasing the dynamic energies of the people 
for development, is the adoption of political democracy. He is well 
aware, however, that the unwillingness of class monopolies voluntarily 
to open their doors to others, the inefficiency or corruption of govern- 
ment or the too early adoption of generous welfare measures may 
frustrate progressive policies and lead to a dictatorship of the left or 
right. 


It is not possible, Myrdal asserts, for backward countries to achieve 
economic development successfully through the operation of market 
forces. In western countries prices may allocate resources satis- 
factorily : they are in effect “‘ political prices ” operating in an environ- 
ment partly conditioned by the regulatory activity of government while 
undesired effects upon distribution may be taken care of by the welfare 
state. Even so development itself has been less the result of market 
forces than of the social and cultural environment. But in a backward 
economy “the price system as part of a very irrational whole can 
hardly have any great claim on rationality to begin with.”” Moreover, 
the pricing mechanism has backwash effects largely because it provides 
no measure of the external economies that are the essence of growth. 
The backward countires can only achieve development by central 
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planning and private enterprise as exclusive opposites for the former 
may construct an environment encouraging to the latter. 


The national plan “ should be a blue-print of a cumulative process 
built on a study of the circular causation running back and forth 
between all relevant factors in the social system of the country ” but 
it must not depend upon a slavish imitation of the techniques of western 
countries. It must aim at increasing aggregate investment, determine 
its allocation, and issue detailed though not inflexible directives. It 
must strive to achieve greater social mobility and equality of opportu- 
nity, attempt to increase the spread effects between regions and occupa- 
tions, involve reforms in land tenure, education and health, and include 
a population policy. Since market prices are of so little use as 
commands, planning must be in real term and be determined by 
decisions representing choices between different, alternatively possible, 
sets of ends and means. 


A world state could exercise its powers to achieve equality of 
opportunity and economic development for all. Unfortunately “ we 
have hardly more than the faintest beginnings of anything like an 
international authority to perform for the world as a whole the task of 
the national state in an individual country.” Western countries 
collectively have made as yet small contributions to the development 
of backward countries. The impact of international organisations 
has not yet been large ; moreover their attitude and advice have been 
influenced by an outmoded international trade theory or by a passion 
for free enterprise. Yet Myrdal believes it is of the greatest importance 
that international organisations exist to provide forums where the poor 
countries can raise their demands for equality of opportunity and 
express their dissatisfaction with the operation of market forces. By 
joining hands and pooling what they have of bargaining power, the 
underdeveloped countries can together gain for themselves considera- 
tion they might otherwise not get. In the absence of a world state 
their policies will have to be nationalistic and single-minded and devoted 
to raising their own living standards. The under developed countries 
rightly crave for industrialisation to reduce the unbalance of their 
economies, to provide employment for surplus labour from agriculture, 
to encourage the external economies of growth, and to be a stimulus 
to efficiency in agriculture itself. They will therefore have to protect 
and to assist industry. Even so their demand for capital equipment, 
imports and other manufactured goods will be high. They must there- 
fore also expand their exports through increased farm efficiency and 
diversify them to spread their risk, but their success is unlikely to 
avoid the control and rationing of export receipts. 
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It is regrettable that this means further international economic 
disintegration but Myrdal believes that the national itegration of the 
poorer countries and the raising of their levels of living is a necessary 
step to a real international integration : in Hegelian terms the road to 
international integration must be through national integration. We 
must recognise the need for a double standard of morality in inter- 
national trade justifying measures of economic nationalism by the 
poorer and requiring a high degree of freedom of trade from the richer 
countires. 


List 


List is universally regarded as a protectionist and when he discusses 
policy he does give most of his attention to protection, which he 
advocates for maufacturing to secure a more balanced economy and 
to achieve full prosperity for agriculture. But he is not an unqualified 
protectionist. Firstly, he distinguishes three stages in trade policy : 
completely underdeveloped countries should adopt free trade as a 
means of raising themselves from “ a state of barbarism ” ; when some 
development has been achieved there should be protection to promote 
manufactures, fisheries, and navigation ; at an advanced stage of deve- 
lopment free trade should be gradually restored. Secondly, he argues 
that expensive articles of luxury require little consideration since 
“their production requires and assumes a high degree of technical 
attainment and skill’, their total value is likely to be small, interrup- 
tion to this trade by war causes little inconvenience, and evasion by 
smuggling is more troublesome. Thirdly, nations ought not to protect 
machine industries for this restricts “the internal manufacturing 
power’’. Fourthly, free trade should at all times be preserved in food 
and manufactures. Fifthly, small economies should not adopt protec- 
tion but should seek commercial union with others. Finally, it should 
be noted, that though protection is regarded as necessary for develop- 
ment, the ultimate aim is a universal republic in which there is free 
competition between all economic units. 


List is well aware of the importance of other policies in develop- 
ment but he does not discuss them extensively since he regards their 
efficacy and applicability as beyond question (!)—‘“‘ to these belong, e.g. 
educational establishments (especially technical schools), industrial 
exhibitions, offers in prizes, transport improvements, patent laws, etc ; 
in short, all those laws and institutions by means of which industry is 
furthered, and internal and external commerce facilitated and regulat- 
ed”. He is very well aware of the importance of politicaland social 
factors for he stresses them throughout his book. He regards a high 
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degree of personal liberty and of security of property as basic to deve- 
lopment for “‘ history teaches that a flourishing state of manufactures 
and commerce ”’ cannot be much advanced without them, and “ bigotry 

‘and despotism stifle the high spirit and industry of a nation”. He is 
equally well aware that social and political factors determine the stage 
at which it is possible to encourage manufacturing and that these 
require special attention, but he believes also that the encouragement 
of manufacturing itself, at some stage, becomes a factor favouring a 
suitable environment. 


List has, of course, no discussion at all of central planning, but he 
is no supporter of laissez-faire and is a strong advocate of government 
intervention to achieve growth. 


VII. Conc.usions 
I 


It may now be clear that, despite differences in sophistication of 
learning and approach, clarity of ideas, and logical arrangement, 
there are indeed considerable similarities between the ideas of Myrdal 
and List. Both are concerned with inequalities between nations and 
with the means by which they might be reduced. Both express the 
view that the economics of their day is of little help here: Myrdal 
discusses the reasons for what we might call the ‘* escapism ” of economic 
science ; List complains that the true political or national economy 
which might have provided the basis for appropriate policies had been 
neglected and attention concentrated upon cosmopolitical economy 
which ignored differences between nations. Both stress the neglect 
of social factors and decry the notion of laissez-faire. There are, of 
course, important differences. It is not surprising perhaps that List 
has no technical discussion of stable equilibrium though in a general 
way he does deal with cumulative causation to use Myrdal’s terminology. 
Myrdal has no discussion of the deficiencies of Smith’s concept of 
division of labour, but these had been largely removed by the concept 
of external economies. List dismisses the Malthusian theory, while 
Myrdal concedes it for most underdeveloped countries by including 
a population policy in his programme for development. 


Each is specially concerned with international trade theory and 
with the argument for free trade. Myrdal suggests that it is here that 
economics has been most faithful to the assumptions of classical econo- 
mics; both imply that the theory assumes fixed resources and neglects 
the possibility of increasing them by appropriate policy ; Myrdal expli- 
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citly and List implicitly argue that free trade is likely to add to in- 
equalities between nations. In their discussion here both have some- 
thing to say about agriculture and manufacturing, but neither, despite 
the critics, are for manufacturing alone. 


Differences in the degree of sophistication between the two are 
most apparent, perhaps, in the search for a new theoretical approach 
and in the discussion of policy. In regard to the former the most that 
can be said for List is that what he has to say is not inconsistent with 
Myrdal’s approach and that List, too, is seeking for a political economy 
capable of explaining inequalities between nations and of providing 
a basis for development policy. At the level of policy both stress the 
importance of social and political factors. Both advocate protection 
but both also appear to believe that free trade becomes the appropriate 
policy at an advanced level of development. One believes national 
integration can be a step towards international integration ; the other 
believes that the universal republic cannot be achieved until all nations 
are at an equally advanced level of development. List, of course, has 
nothing to say about direct government control over investment or 
of central planning, but this is not surprising. 


Myrdal’s two books provide a convenient summary of many of the 
topics being discussed in the literature on the development of back- 
ward countries today. What is surprising about List is that he refers 
to or hints at so many of these topics. 


II 


List in his criticism of economics sometimes refers to Adam Smith 
and constantly refers to the popular school. The popular school is 
a mixed bag apparently including Smith, one or two of the other 
classical economists by name, some continental economists like J. B. 
Say, American advocates of free trade like Thomas Cooper, and probably 
the popularisers of his day. As a result he sometimes makes criticisms 
of the popular school that would be unjust to some of the people 
included. He claims the popular school is concerned with exchangeable 
values of wealth rather than with the causes of wealth. He even says 
of Smith that he was “ too exclusively possessed of the cosmopolitical 
idea of the physiocrats and by his own great discovery, the division of 
labour, to follow up the idea of the importance to a nation of its powers 
of production’’. He refers specifically to McCullock’s definition of 
economics as “ the science of values ’’, to the “‘ science of exchange ” 
of “* recent English writers’, and to the similar approach by J. B. Say. 
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That the idea the classical economists were mainly concerned with 
exchange values has persisted, is indicated by the fact that H. Mynt 
recently found it necessary to discuss this view.1 But, as far as the 
leading classical economists are concerned, this idea is patently wrong. 
Ricardo, it is true, discusses the labour theory of value at length but 
it is true also that his views of the effects of development on distri- 
bution do not stand or fall with his theory of value. Smith, despite 
List, does discuss the causes of the wealth of nations at length while 
Malthus has a penetrating discussion of the causes of stagnation and the 
factors inhibiting development. If further proof is needéd of the real 
interests of the leaders among the classical economists, it is only necessary 
to refer to the recent revival of interest in classical economics simply 
because we are today reverting to similar interests? and no economist 
interested in development can neglect the study of Smith and Malthus 
in particular. Nor was their attitude towards government then 
mistaken : in the light of their times it was a progressive view*. Where 
the classical economists were specially open to criticism—and this is; 
perhaps, the real burden of List’s comments—was in their belief that 
the same kind of policies, especially trade polices, were appropriate at 
all levels of development. 


Myrdal is on stronger ground in his criticism of neo-classical eco- 
nomics. The point is, of course, that the centre of interest had shifted 
from development to the short period problems of micro statics because 
it now appeared that economic progress could be taken for granted 
while the new marginal techniques were better adapted to the new 
interests than to the old. Even so there remains much in neo-classical 
writing that is relevant to problems in growth. Of Marshall’s Principles 
of Economics (1890), for example, it has been said that it contains 
“scarcely any trace of that dynamic theory which occupied at least 
half the attention of the old classical school.‘ This is far too sweeping. 


1 Theories of Welfare Economics, Longmans, London, 1948, Chapt. I. 


2 J. H. Williams, ‘‘ An Economist’s Confession,’’ American Economic Review, 
March, 1952, p. 3; J. Baster, ‘‘ Recent Literature on the Development of Backward 
Areas,” Quarterly Journal of Economics, November, 1954, p. 586 ; W. W. Rostow, The 
Process of Economic Growth, Oxofrd, 1953, pp. 4-5; E. S. Kirby, ‘‘ The Reception of 
Western Economies in the Orient,” Quarterly Journal of Economics, August, 1952; 
W. A. Lewis, ““Economic Development and Unlimited Supplies of Labour,” Manchester 
School, May, 1954, p. 159; H. J. Habakkuk, “‘ The Historical Experience on the 


Basic Conditions of Economic Progress,”’ Economic Progress, International Economic 
Association, 1955. 


3 W. A. Lewis, The Principles of Economic Planning, Allen and Unwin, London, 
1954, pp. 8-9. Nor must we forget the numerous exceptions they allowed to laissez- 
faire : see L. Robbins, The Theory of Economic Policy, Macmillan, London, 1952, and 
J. Viner, ‘‘ Adam Smith and Laissez-faire,”’ Journal of Political Economy, April, 


1927, reprinted in Viner’s collected essays, The Long View and the Short, Allen and 
Unwin, 1958. 


* R. F. Harrod, Towards a Dynamic Economics, Macmillan, London, 1949, p. 15. 
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The Principles contained two chapters and an appendix on economic 
progress while of Book IV it has been said that “‘ it constitutes perhaps 
the most exhaustive and rigorous statement of the factors governing 
change in the rate of growth and productivity of the factors of production 
that exists in the literature of economics”. The earlier chapters of 
his Industry and Trade are also relevant. Myrdal is also rather too 
sweeping on the equality issue for economists from Sidgwick through 
Marshall to Pigou had a great deal to say about it, but his general 
attitude to neo-classical economics and its relevance to development 
appears just. The Keynesian Revolution did not bring economics 
significantly closer to the realities in the development of underdeveloped 
countries. Its primary interest was still in economic statics even 
though interest did shift from problems in value to conern with employ- 
ment. That Keynesianism led to new theories of stagnation and later 
to the study of growth models does not provide a significant amendment 
to this view since the pessimism of these newer developments in thought 
was, in part at least, due to the factors they held constant. Moreover, 
Keynesian unemployment of labour comes to be identified with the 
operation of the economy below its practical capactiy. The standard 
remedy is thus to increase aggregate demand. But this remedy is 
inapplicable if the economy is already operating at capactiy limits, 
set by a shortage of capital goods or land, or if capital coefficients are 
inflexible, or if the labour skills and the entrepreneurial ability of an 
industrial society are lacking. This is just the situation in the modern 
backward economy.’ 


A general criticism made by both List and Myrdal refers to the 
neglect of social and political factors. This is an important criticism 
since it is changed in these which largely determine changes in the 


5 Rostow, op. cit., p. 5. 


* J. H. Williams in commenting on the General theory has written: “‘ I was again 
for a few pages mystified and misled...I thought it was going to be a book about the 
causes of wealth, based not onthe given resources already known and in use, but on 
the forces and incentives which increase them and provide the growing real income, 
and increased voluntary leisure, which in our kind of society should be the primary aim 
of economic inquiry. But this book, too, turned out to be static economics.” op. cit. 

.5-6 ; Lewis has also written that “* Hence Keynesianism is only a foot note to neo- 
classicism, albeit a long, important and fascinating foot note,” op. cit., pp. 189-140 ; 
see also Harrod, pp. cit., p. 10. That is to say, with full employment assured, the 
efficient allocation of resources again becomes an important subject of theoretical 
consideration and of policy. 


7 N. Kaldor, “ Stability and Full Employment ” Economic Journal, December» 
1938, pp. 643-644 ; W. W. Rostow, “ A Historian’s Perspective on Modern Economic 
theory,” American Economic Review, Papers and Proceedings, May, 1952; E. S. 
Kirby, op. cit.; A. Navarette and I. M. Navarette, ‘‘ Underemployment in Under- 
developed Economies,”” International Economic Papers, No. 3; M. Fukuoka, “ Full 
Employment and Constant Coefficients of Production,” Quarterly Journal of Econo- 
mics, February, 1955; G. Ackley, ‘“‘ Tne Keynesian Analysis of Italian Economic 
Problems,” Banco Nazionale Del Lavaro, Quarterly Review, September, 1957. 
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quality of factors. But it is, of course, an error to assume they were 
entirely ignored. Among the classical economists Ricardo did no doubt 
ignore them. Smith, however, took some netice of them while Malthus 
in Book II of Principles of Political Economy made them a central theme, 
nor is it true to say that the neo-classical economists entirely ignored 
them for Book IV of Marshall’s Principles contains a lengthy discussion.® 
It might well be argued that it was legitimate to ignore social factors 
since the neo-classical economists were concerned with short period 
problems in which it could be reasonably assumed they would be 
constant. But this becomes dangerous in any comparative study for 
market forces will operate differently in different societies.® It is 
now, however, generally conceded that at least as far as the develop- 
ment of backward countries is concerned social factors must be given 
special emphasis.!° 


As previously noted Myrdal is critical of the notion of stable 
equilibrium and its relevance in studies of development. He concedes 
its usefulness in comprehending the interdependence of the data of the 
economic system especially “‘ when only a short period is under consi- 
deration ’’, but he believes that ‘‘ many of the theoretical advances in 
economics in the last two generations have been made by departing from 
the inherited stable equilibrium notion,” referring, in particular, to 
the general notion of increasing returns, Marshall’s theory of external 
economies, studies in business cycle theory and the newer studies in 
economic dynamics, and, above all, to studies in the development of 
backward countires. With these studies the stable equilibrium notion 
has been “‘ cut down to its proper significance as a very abstract, almost 
crude, and usually unrealistic theoretical assumption.” It is difficult, 
however, to conceive of a useful and, indeed, realistic economics without 
the concept of equilibrium. The stagnation of backward countries 
represents a stable economic and social equilibrium at very low levels 
of income. Apart from Myrdal, other recent developments in theory 
have explored the possibilities of breaking out of this situation into one 
of cumulative progress, but it is recognised that variables such as popu- 
lation may make this difficult and keep the economy at a low level of 


8 See also Bruce Glassburner, “* Alfred Marshall in Economic History and 
Historical Development,” Quarterly Journal of Economics, November, 1955 and A. J. 
Youngson, ‘** Marshall on Economic Growth,” Scottish Journal of Political Economy, 
February, 1956. See also a recent paper, G. Pursell, ‘‘ Unity in the Thought of 
Alfred Marshall,” Quarterly Journal of Economics, November, 1958. 


* See T. Scitovsky, ‘* Monopoly and Competition in Europe and America ”’ ; 
Quarterly Journal of Economics, November, 1955. 


10 G. M. Meier and R. E. Baldwin, Economic Development. Theory, History, 
Policy, Wiley, New York, 1957, pp. 119-124. 
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income." Even if policy is successful the notion of some sort of equi- 
librium remains useful. The fundamental difficulty perhaps lies in 
the adjective rather than in the noun. What ought to be clear is simply 
the urgent need to recognise more specifically the existence of different 
bodies of theoretical knowledge, each with its appropriate collection 
of assumptions designed for different and clearly distinguished purposes. 
The usefulness of neo-classical economics largely remains for the problems 
for which it was designed. The new interest in economic develop- 
ment and the revival of classical economics is developing a new body 
of knowledge designed for different purposes, within which it may be 
necessary to vary assumptions according to the type of economy studied. 
Marginal to this is again the study of economic dynamics in which growth 
models of the Harrod-Domar type predominate. It is not that these 
different types of economic theory use different concepts but rather 
that they use them in different ways. The skill of the economist lies 
in knowing when to vary his assumptions and the relevance of each 
body of knowledge. Myrdal appears to recognise this when he says 
that “ most of the bricks of the big structure, the design of which I 
cannot accept, can with great advantage be utilised in quite another 
structure” or, again when he writes “ the system of thought I have 
criticised is actually a matrix of a large number of special theorems, 


most of which can be reshaped and fitted to other systems founded 
upon other assumptions.” Referring specifically to the theory of 
comparative costs he argues that if the necessary amendments are 


“ce 


made there would emerge “a dynamic theory of comparative costs, 
forming an integral part of the general theory of state economic planning 
which we need to construct.” 


III 


I have a great deal of sympathy with the views List and Myrdal 
express on international trade theory and with their comments on 
industrialisation. It might, for example, be very profitable to examine 
the extent to which the social and economic environment created in 
Australia by the development of manufacturing industries and an 
urban civilisation has been responsible, directly or indicretly, for the 
high level of efficiency of her primary industries. Of recent years in 
Australia much has also been heard of the evil effects of post-war 
import scarcities and of later import licensing in building up inefficient 
industries and less of the external economies created that may have 
provided the basis for the growth of more efficient manufacturing units. 


11 H. Leibenstein, Economic Backwardness and Economic Growth, Wiley, New 
York, 1957, and the references therein. 
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In both cases, however, the growth of industry may have been as much 
the result of a suitable social environment already in existence as of 
any protection enjoyed. In backward countries protection may assist 
in social changes but a complete social revolution may be necessary, 
in which trade policy as such can play no more than a minor role. 
While not denying the part trade policy may play, it can probably be 
no more than one policy—and that not the most important—in a 
complete family of policies that most be adopted together. Both 
List and Myrdal do in fact recognise this, though the latter does so in 
a more complete way. 


Armidale James P. BELSHAW 


18 J. P. Belshaw, ‘‘ Social and Economic Revolution for the Development of 


Backward Countries,’ Economic Record, November, 1956. 





THE DISTRIBUTION OF INCOME IN CEYLON 
AND THE UNITED STATES—A NOTE* 


' In recent years there has been some evidence of interest in comparisons 
of the relative inequality of income size distributions of ‘ under-.- 
developed ’ and ‘ developed’ areas. The 1953 Ceylon Survey,’ and also 
an earlier survey* have produced data indicating that incomes in Ceylon 
are distributed more unequally, as measured by Lorenz curve concentra- 
tion ratios, than in the United States or the United Kingdom. This 
has been used, as one evidence among others, to support the hypothesis 
that incomes are probably distributed more unequally in ‘ under- 
developed’ areas than in ‘ developed’ areas. 


In a review article* of the 1953 Ceylon Survey Professor M. G.Reid 
raises certain issues as to the comparison of income inequality 1: Ceylon 
and the United States that have implications for comparisons between 
* underdeveloped ’ areas and ‘ developed’ areas in general. This note 
attempts to futher explore these issues. 


(1) Professor Reid suggests that differences in the kinds of income 
data used in the United States and in Ceylon help to produce 


the observed contrast in inequality. One difference is that only the 
Ceylon data include income in kind ; United States data are for money 
income. But since income-in-kind is more equally distributed than 
money income in the United States, and probably also in Ceylon, this 
kind of incomparability only reinforces the old conclusion, that Ceylon 
incomes are distributed more unequally than they are in the United 
States. 


This presumption by Professor Reid seems valid, and is not com- 
mented on further here. 


Another difference in the data, Reid suggests, may work in the 
opposite direction. She feels it “‘ highly probable that more Ceylon 
than American spending units include two adult males. If the spending 
units of Ceylon were fragmented so as to have demographic characteri- 
stics similar to those of the United States, the income equality of 
Ceylon and the United States might have been more similar,”’ (P. 960). 


* Mr. Jim E. Davis has assisted valiantly with the calculations. We are much 
indebted also to the comments and suggestions of Burton Fisher, John Johnston, 
and Guy Orcutt. 


1 Survey of Ceylon’s Consumer Finances, Central Bank of Ceylon, Colombo, 1954. 
This is referred to below as the Ceylon Survey. 


* H. Cullumbine, A Survey of Sickness and Disability Iliness, Ceylon, 1950. 
* American Economic Review, December 1956, pp. 956-964. 
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This argument, if valid, weakens the general case for believing 
that income distribution in under-developed areas is more unequal 
than that in developed areas. We should like to present some relevant 
data bearing on the issue. The Ceylon Survey does not present data 
on the number of adult males per spending unit, only on the number 
of “income receivers ”—male and female, and all ages. We should 
expect income receivers per spending unit to be more numerous in 
Ceylon than in the United States, both because of the existence there of 
the extended family system, and because a majority of the population 
in Ceylon, versus a minority in the United States, live in rural areas 
where several family workers are earners of realincome.* This expecta- 
tion is confirmed in the data : the Ceylon Survey reports an average 
of 1.57 income receivers per spending unit ;5 whereas 1.36 is the compa- 
rable figure for the United States.* 


Would measuring income distribution in Ceylon by income receivers 
(not by adult males, since we don’t have the data) lead to a size distri- 
bution of less inequality—that is, more nearly like the income distri- 
bution of U.S. spending units? (a) Suppose Ceylon’s poorest spending 
units, under the pressure of need, send an especially large number of 
their members out to work. The reason is that these poorest families 
are the families with the most debilitating and disabling illness (as 
documented in a 1950 Ceylon Survey conducted by Professor Cullum- 
bine), the families with the lowest educational qualifications (which 
means more unemployment and under-employment,’ and, probably, 
the families who live in areas with the sparest job opportunities). 
The additional income receivers will be concentrated toward the lower 
end of the income scale. Hence a Lorenz chart reporting income 
distribution of income receivers would show more inequality than a 
Lorenz chart reporting on that of spending units. (b) Or suppose 
that families generally are trying to put all possible members to work. 


* Though the extent to which (unpaid) family workers are reported in the statis- 
tics of each country as income receivers is not clear. 

5 Ceylon Survey, tables 19 and 21. 

* From 1957 data of the Survey Research Center, University of Michigan. 
The reporting schedules of the Center for 1953-57 were designed to pick up more 
effectively the incomes of extra earners than were the schedules of 1952 and earlier. 
But there is indication in the data that the proportion of U.S. spending units with 
two income receivers has been rising during the past half-dozen years, and that the 
proportion with three or more income receivers has been falling. 


7 The Ceylon Survey found that the following percentages of the work force 
were either — or severely underemployed (defined as working less than 20 
hours a week) : 

No. schooling , a _ one --- 80.8% 

Some primary school | ose see oe =28.0% 

Some or all of secondary school... ove woe 27.9% 

Some higher education son oon oes oo ©6=. 8 => 
(From Tables V and VII, p. 12 and 13). 
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Those families whose incomes are already high will be the most success- 
ful in getting their members into jobs, for the reasons already given. 


This second possibility is, in fact, confirmed by the data: the higher 
income consumer units have more income receivers per spending unit.® 
The data also show that incomes of income receivers are distributed 
more unequally than are those of spending units.*® 


What is the implication? If within each spending unit income 
class interval each income receiver obtained the same income as every 
other, then distribution of income by income receivers would show less 
inequality than distribution of income by spending units. This 
follows from the fact that income receivers are relatively more numerous 
in the upper income spending units than in the lower. But distribu- 
tion of income by income receivers shows more inequality than distri- 
bution of income by spending units. Hence income receivers within 
each spending unit income class interval must have relatively unequal 
incomes : that is relatively many of them must be shifted away from 
their original relative location in the spending unit income distribution. 


This implication suggests a general pattern in Ceylon within 
each spending unit, a primary income receiver obtaining a high income 
and one or more secondary income receivers who are able to obtain 
only low incomes. 


But to return specifically to the Reid thesis : Both spending units 
and income receivers have a more unequal distribution of income in 
Ceylon than in the United States. We conclude that the second possible 
kind of comparability in the Ceylon and U.S. data (which is here inter- 
preted, in view of the available data, as the different number of income 
receivers per spending unit) further supports the view that the incomes 
of Ceylon, as one sample of an under-developed area, are elearly distri- 
buted more unequally than they are in the United States. 


(2) Professor Reid suggests also that Ceylon incomes might not 
appear more unequal than those of the United States if a different 


* Table 22 provides data for the following :— 
Monthly income Number Number of income 
of spending unit of receivers per 
in rupees spending units spending units 
0—100 456 1.25 
100—200 417 1.70 
200 and over 212 2.02 


* P. 16. The contrast, from Lorenz curves is unambiguous—that is, the two 
curves do not intersect. 
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measure of income inequality were used than Lorenz curve distributions 
based on original income figures. She proposes as an alternative measure 
“the standard deviation of the logarithms of incomes, which provides 
an estimate of the dispersion of proportional incomes.’?® By this 
measure, Ceylon’s incomes are shown as more nearly equal than those 
of the United States, just the reverse of findings from using Lorenz 
curves based on original income data." : 


Concentration ratios, Standard deviation 
from Lorenz curves, of logs 
original income data of income 
Ceylon eee eee “49 *32 
United States ai -40 *87 


Professor Reid generalizes that ‘“‘ It seems highly probable that 
both these measures have a place in investigating income inequality 
and in understanding the forces that modify it.” 


It is, of course, no anomaly that different measures of inequality 
of income distribution might give different results. Any single measure 
is an average figure, covering the peculiarities of any one distribution 
like a cloak. More detailed comparisions of the patterns of income 
distribution along any range of incomes desired can be obtained by 
showing in a table or graph the whole distribution ; for example, a 
Lorenz chart, or a graph of frequencies plotted against levels of incomes, 
with the data of one series being put into comparable form with those 
of another series by being multiplied by a constant, whose value is 
such that the means of the two become the same.!2_ For the two income 
distributions in question, Lorenz distributions are shown on one chart 
in the Economic Journal, December 1953, p. 827. But the available 
Ceylon data are not in a form permitting the above frequency distri- 
bution to be made. 


Some further light can be shed on the contrasting results of using 
concentration ratio from Lorenz curves based on original income data, 
and from using standard deviations of logs of incomes. The Reid 
results must have originated from a combination of two effects : (a) from 


10 Op. cit., p. 960. Italics ours. 

11 Ibid., The Ceylon data are for 1952-53, and the United States data for 1950, 
both before "taxes. In both measures, larger figure denotes more inequality. The 
limits for the concentration ratio are 0 (complete equality) to 1 (complete inequality). 
The lower limit for the standard deviation is 0 ; there is no upper limit. 


18 This suggestion was made by Professor Guy Orcutt. It offers a visual com- 
parison of frequencies at given percentage deviations from the mean of both series. 
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using logs of incomes rather than incomes themselves (and the use of 
logs is a way of diminishing the emphasis given to the larger items in 
each distribution), and (6) from using standard deviations as measures 
of inequality, rather than Lorenz distributions (and the standard 
deviation gives heavier weight to items further from the mean).!% 
The combination of these two transformations of data gives, compared 
to a Lorenz measure, both greater emphasis to the lowest items of a 
distribution and greater emphasis to items far from the mean. 









Our choice of a measure of income inequality, and therefore impli- 
citly our choice of the kind of weighting we want to give to portions of 
the income range, is inevitably a matter of judgement as to what aspects 
of the distribution we think most important. ‘The standard deviatoin 
of logs measure has, as Professor Reid suggests, the advantage, when 
we are concerned with consumer spending, of emphasizing the lower 
portion of the income distribution in which lies the bulk of such spending. 
On the other hand we might be concerned with other implications of 
an income distribution—e. g., total demand as distinct from consump- 
tion, or the savings and investment potential. The Lorenz coefficient 
and the standard deviation of original data, have the advantage of 
being more usual measures, and hence probably more readily understood. 





University of Wisconsin THEODORE MorGAN 
University of Rochester Nanpa K. CHoupDHRY 







18 It is interesting to note the effect of two measures of inequality that, in their 
way, rely on a and b separately. We have calculated Lorenz concentration ratios 
for Ceylon and the United States, using logs of incomes rather than incomes them- 
selves. The results are, respectively, .095 and .061—that is, by this measure 
Ceylon incomes are shown more unequal than those of the United States. And we 
have calculated standard deviations of the original income data for Ceylon and the 
United States. The results are, cast in the absolute and hence comparable form of 
coefficients of variation, 1.99 for Ceylon, and 0.79 for the United States. By this 
measure also Ceylon incomes are more uneqal than those of the United States. 




















DISTRIBUTING FERTILIZERS BY 
ADMINISTRATIVE ORDER IN INDIA: 
AN EXAMPLE OF APPLIED ECONOMIC POLICY 


Introduction 


Ir is a truism that consumption goals set by State planners mean 
little until concrete measures are taken to implement them. The 
achievement of State-planned consumption targets is based on many 
variables, one of which is the system used for distributing goods. 
Goods distribution systems are decision-making machanisms for alloca. 
ting commodities among various users. Methods of making decisions | 
range from completely unhindred market interaction to outright 
rationing by the State. 


This discussion deals with one method of decision-making, that of 
allocating goods by administrative order. Nitrogenous chemical ferti- 
lizers in India are used as an illustrative example of this method of 
distribution. Distribution by administrative order differs from out- 
right rationing in its preservation of certain elements of market 
interaction, principally at the level of purchase by the final consumer 
of the product. It varies from distribution through private market 
interaction in that the movement of goods is largely determined by 
Government’s allotment of suplies to specified units in the distribution 
system in accordance with prior planning. It is thusa substitute for 
the more familiar “‘ buying and selling.” 


The Case for Distribution by Administrative Order 


Distribution of nitrogenous chemical fertilizers by administrative 
order began during World War II and thus antedated the compre- 
hensive planning of the present Government of India.2 However, 
State economic planning only made it more necessary to continue and 
in fact to strengthen the wartime method of distribution. 


India’s planners were faced by a pattern of chemical fertilizer 
consumption that had little relationship to socially-defined need. Not 


1 Data were collected in India in 1957 under a Ford Foundation Fellowship. 
The author assumes full responsibility for this article. 


* V. S. Menon, Role of Fertiliers in Crop Poroduction in India (New Delhi: 
Indian Council for Agricultural Research, 1954), 6. Under presssure of war-borne 
food shortages, the British administration initiated the “‘ Grow More Food Campaign” 
poly we A central element of the Campaign was a more broadly based use of chemi- 
cal fertilizers. 
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only was her total consuption far too small for her agricultural require- 
ments, but consumption was grossly maldistributed. Those who needed 
it most consumed it the least.® 


Private sellers of chemical fertilizers in India had largely failed 
to create markets and marketing facilities among that country’s millions 
of small-scale farm cultivators. To private sellers, the rationalized, 
European-owned tea, coffee, and rubber plantations had represented 
markets of greater substance than had the millions of impoverished 
food-grain growers. By the same token, private sellers put forth more 
effort in the well-watered deltaic regions of coastal Andhra and Madras 
than they did in the drier regions of nothern India. Lacking the 
resources for developing unprofitable markets, private sellers concentrat- 
ed their efforts in markets which, from a social standpoint, needed 
them the least.‘ 


Against existing market patterns, the planners defined social need. 
For chemical fertilizers, these were derived from objective data on plant 
nutrient requirements. Plant nutrient requirements were the basis 
for an “ ideal ”’ pattern of consumption that could be closely related to 
broader goals of agricultural and regional development. This “‘ideal”’ 
pattern, in turn, provided the foundation for setting concrete consump- 
tion targets regionally and by crop. The operational significance of 
these targets was their decided deviation from extant patterns of con- 
sumption. More specifically, small-scale agriculture and the least- 
favoured geographical areas were slated to get the bulk of planned 
increases in total consumption.’ It was therefore necessary to accele- 
rate consumption most rapidly among the classes of agriculturist in the 
geographical areas that heretofore had been the poorest users of chemical 
fertilizers. But before consumption could occur on the envisioned 
scale, there had to be an equally rapid development of a major ‘means 
of consumption ”’, a distribution system. And it follows from this that 


* For instance, some rather arduous calculation indicates that food-grain growers 
in India averaged an application of about 0.50 Ibs. per acre of chemical nitrogen, 
as against a minimum requirement of 20 to 39 lbs. per acre. Tea planters averaged 
about 35.00 Ibs. per acre of chemical nitrogen. Organic manures could only begin 
to scratch the surface of the food-grain grower’s deficit in plant nutrient. Other 
calculations indicate disparities of a similar order. 


* American teachers and practitioners of marketing continually stress the im- 
portance of employing sales efforts selectively, so as to maximise in markets that 
appear to have the greatest ‘ potentials”. Market potentials are usually 
based on measurements of pas and predicted ability to buy. From the private 
marketer’s standpoint, these are the markets in which his efforts are likely to prove 
most rewarding. There is, of course, no inherent connection between such sales 
potentials, and social needs that are defined by such non-market criteria as plant 
nutrient requirements. 


5 But with increases targeted for all sectors of agriculture. 
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the greatest development of distribution facilities would have to occur 
where the greatest increases in consumption were planned. 


Given the Government’s goals, two broad alternatives of policy 
were available. On the one hand, the Indian Government could have 
turned over the distribution of chemical fertilizers to the private sector 
of the economy. This would have to be accompanied by substantial 
amounts of State aid, since the basic cause behind the failure of private 
sellers to develop markets among small-scale farm eultivators was 
a lack of resources.® 


The other major policy alternative would be for Government to 
assume operational responsibility for distributing fertilizers, as well 
as to provide the necessary resources. Between the two alternatives 
there might be little difference in the resources employed, but there 
would be decided differences in the methods of distribution. 


Under the first alternative, the market would essentially be left 
to itself. With substantial amounts of Government aid available, the 
private marketing system could be expected to expand its facilities 


and to stimulate consumption in general; but there would be no 
guarantee that increased private marketing efforts would necessarily 
occur in the areas most desired by the planners. Moreover, the provision 
of financial aid either to consumers or sellers does not, automatically, 
result in appropriate distribution facilities and methods. 


By way of contrast, Government’s assumption of operational 
responsibility could result in the planning of effort in relation to goals. 
In India, the basic features of the Government-supervised distribution 
system were : (1) taking of control over nitrogenous fertilizer supplies; 
and (2) allotting them on the basis of predetermined consumption goals. 
The programme of allotments, if administered properly, at least 
theoretically makes supplies available to the classes of consumer for 
which they are intended.’ 


” In a word, the typical Indian cultivator could not afford to pay cash for 
chemical fertilizers. Assuming that he could be persuaded of their usefulness, it 
would then be necessary to sell them fertilizers on credit. Private sellers in India 
simply lack the resources to extend credit on any meaningful scale, and as a matter 
of fact, have done so only in negligible amounts thus far. 


” Provision of adequate supply, of course, does not of itself insure purchase of 
the desired quantities by the desired consumers. Extensive programs of both 
propaganda and loans were necessary to make the typical Indian cultivator more 
“ fertilizer-minded”. However, the opinion of authorities in India was that it was 
extremely important to have the fertilizers available once the grower was in a favour- 
able state of mind about them and could obtain credit for their purchase. 
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The Indian Government’s policy was based on the idea of “* bring- 
ing fertilizers to the cultivator’s door.” Emphasis on the supply- 
providing aspects of distribution reflected the lack of a well-organized 
network of storage and selling points. Filling this void was the most 
comprehensive network of agencies in India, its civil administration. 
The Union Ministry of Agriculture maintained close connections with 
the State Agriculture Departments, which in turn maintained staff in 
the smaller political subdivisions. 


This organizational structure lent itself almost naturally to the 
process of making allotments by administrative order. In fact, the 
institutional nature of the civil administration made the method of 
administrative order practically a necessity. Thus the particular 
method employed to distribute fertilizers was a concomitant of Govern- 
ment’s assumption of the major responsibilities. Government’s taking 
on of the operational burden of distributing fertilizers, in turn, was 
dictated by the requirement of substantially altering the status quo 
of consumption in line with planner-defined goals. 


In essence, these socially-set consumption goals involved the 
partial elimination of “‘ normal ” market criteria for goods-distribution.® 
To the extent that market criteria were replaced by non-market 
standards, much of the reason-of-being for distribution by market 
interaction was lost. Thus, should the social planning of consumption 
require substantial departures from existing market patterns, distri- 
bution through the conscious planning of allotments becomes a virtual 
necessity. 


Effects on Consumption 


Although a theoretical case can be made for distributing goods by 
administrative order under the conditions just discussed, the useful- 
ness of the method can be evaluated only by its contribution to desired 
results. Reasonably accurate statistics are available from 1951 through 
1956, and can give us some indication of the changes that have taken 
place. °® 


Table 1, below, shows us that during the six-year period, ammonium 
sulphate consumption in India almost doubled. More significant is the 
fact that all of the national gain in consumption plus the slight net loss 


* By “ market criteria,” we mean such things as expectations of profit, assess- 
ments of effective demand, and the like. 

* Data refer to ammonium sulphate only, which constitutes about 95 per cent 
of India’s total consumption of chemical nitrogen fertilizers. 
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for plantation agriculture went to the States under allocations for 
foodgrain and other small-scale cultivators.1° Expressed somewhat 
differently, in 1951 the States consumed about 78 per cent of the total, 
and in 1956 about 91 per cent. 


TABLE 1 
Ammonium Sulphate Consumption In India: 1951 and 1956 
(Long tons) 





User Class 1951 1956! 





States, allotment for agriculture, 
total? one eee one oon 228,153 511,602 
Zone I ove ooo ese eee 38,773 120,474 
Zone II eee eve sos one 54,328 86,789 
Zone III-A eee eee cee eee 110,757 224,348 
Zone III-B ... coe ese ese 24,335 79,991 

Indian Coffee Board ... ow ose 5,000 8,682 

United Planters Association, South 
India - oot ons o~ 8,200 11,199 

Central Tea Board -~ _ one 40,000 34,982 

Industrial Users oni “ae oui 11,000 1,038 

Miscellaneous® ... eee a oni — 1,536 





Total, excluding States oes 64,200 52,437 





TOTAL, INDIA ene eee -- 292,353 564,039 + 938 





1 Figures for 1956 include shipments from factories and ports where consump- 
tion figures were not available. 


* Because of reorganization of the States and ‘boundary changes, present State 
designations are not valid for time-series comparisons. Zone boundaries were not 
changed, however, and are as follows: Zone I, present States of Punjab, Uttar 
Pradesh, Himachal Pradesh, northern Rajasthan, Jammu and Kashmir, Delhi ; 
Zone II, present States of Andhra Padesh (Telengana areas of former Hyderabad 
State only), Bombay, Madhya Pradesh, Mysore (Karnataka areas of previous Hyder- 
abad and old Bombay States), southern Rajasthan ; Zone III-A, present States of 
Andhra Pradesh (excluding Telengana areas), Kerala, Madras, Mysore (excluding 
Karnataka areas) ; Zone III-B, present States of Assam, West Bengal, Bihar, Orissa, 
Manipur and Tripura. 


* Includes consumption by principality of Bhutan, Government farms, experi- 
ment stations, demonstration programs, Hyderabad Chemicals and Fertilisers Ltd., 
and other non-specified consumers. 


Sources: Calculated from: Fertiliser Statistics: 1955 (Hyderabad: Fertiliser 
Association of India, 1956), 6; Fertiliser Statistics: 1957 (New Delhi: Fertiliser 
Association of India, 1958), 10-11; and special compilation of dispatches of am- 
monium sulphate from factories and ports in 1956, Ministry of Food and Agricult- 
ure, Government of India. 


1° In 1956, plantation consumption was somewhat less than normal. If we 
compare 1951 with an average of 1955-56, we find that plantation consumption 
increased about 35 per cent, while the States gained 94 per cent. 


_ ™ Calculated from Fertilizer Statistics: 1955 (Hyderabad : Fertiliser Associa- 
tion of India, 1956), 6; idem 1957 (New Delhi: Fertiliser Association of India, 
1958), 10-11 ; and special compilation of Ministry of Food and Agriculture, Govern- 
ment of India. 
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While small-scale agriculturists under State allotments increased 
their consumption more rapidly than other users, zonal maldistribution 
was only partially ameliorated during the six-year period. This is 
shown in Table 2, below. 


TABLE 2 


Nitrogen Consumption, 1951 and 1956, and Goals, 1956 

















Consumption, 

Consumption 1956, per cent 

Zones Goal of goals for 
1951 1956 1956 1956 

(Per cent of total) 

I eve eee 17.0 23.5 30.0 55.2 
II eee eee 23.8 17.0 20.0 59.6 
III-A... eee 48.5 43.9 28.0 110.0 
III-B... eee 10.7 15.6 22.0 49.9 
Total, States... 100.0 100.0 100.0 70.2 





Sources: Calculated from: Fertilizer Statistics: 1955 (Hyderabad: Fertilizer 
Association of India, 1956), 6; Fertilizer Statistics: 1957 (New Delhi: Fertilizer 
Association of India, 1958), 10-11 ; special compilation, Ministry of Food and Agri- 
culture, Government of India. 


Zone III-A, which includes the Andhra delta regions and Madras, 
was the only area to exceed its target. All of the other regions fall 
considerably short of their consumption targets, especially Zone III-B, 
which includes the rice-growing areas of West Bengal. As far as the 
relative shares of total consumption are concerned, the 1956 figures 
indicate a closer adherence to the desired regional pattern. However, 
figures can be misleading. If we look at absolute increases in consump- 
tion, we find that Zone III-A, took more of the total State increase 
in tonnage than did the remainder of India combined.!* Had the 
remainder of the States achieved their goals, the picture would have 
been quite different. Given the facts as they are, it is not at all clear 
that the pattern of geographical consumption has improved substanti- 
ally, although small-scale growers are taking a larger proportion of the 
total. Perhaps the most that can be said is that the trend appears to 
be in the desired directions. 


12 Of a total increase, 1951-56, in State consumption, of 216,253 long tons, Zone 
III-A gained 113,591 long tons. Same sources as Table 1, supra. 
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A further test of the success of the programme would be the effects 
of increased fertilizer application on agricultural production. Increases 
in the production of certain crops are shown in Table 3, below. 


TABLE 8 


Changes in Area, Production and Yield, Selected Crops in India, 
1951-56 





1956 per cent change from 1951 





Area under Yield per 
Crop cultivation Production acre 

Rice _ _ — — + 6.1 +384.2 +26.5 
Wheat ... ose ove eee +40.5 +49.0 + 6.2 
Jowar ... an sae oun + 7.6 +24.2 +18.5 
ae, me, dines tee +17.1 +26.7 + 8.2 
Maize ... oe me men +138.0 +47.8 +380.7 
Barley ... wae on on +10.1 +17.8 + 6.9 
Gram ... oe on oon +42.2 +77.9 +25.1 
Groundnut inn on il + 7.8 +30.0 +17.8 
Sugarcane coe eee ons + 4.7 +10.3 + 6.4 
Potato ... eee eos eee +12.0 — 2.1 —13.6 
Tobacoo ee ese aon +43.3 +48.5 + 3.7 
Cotton ... oon eee ons +22.5 +50.8 +22.4 
Jute a eee eee aes — 8.5 — 9.8 — 6.5 





Source: Calculated from: Fertilizer Statistics: 1957 (New Delhi: Fertilizer 
Association of India, 1958), 82-87, citing ‘‘ data tabulated from publications of the 
Directorate of Economics and Statistics.” 


In all cases, increases in production were attributable to gains in 
yield as well as to the addition of new acreage. However, it can 
not be concluded, with any certainty, that increases in yield were 
necessarily a function of increased applications of fertilizer, and if so, 
to what extent." 


In evaluating the effects of Government’s fertilizer programmes 
on consumption patterns, several conclusions can fairly be stated. 
(1) Substantial shifts in emphasis to a relatively greater use of chemical 
nitrogen fertilizers by food-grain growers and other small-scale culti- 
vators was achieved without appreciably reducing the consumption of 
other groups. (2) Trends toward a more desirable geographical pattern 
of consumption were initiated. (3) Sharp geographical disparities in 


18 A voluminous mass of data collected and interpreted by the Indian Council 
for Agricultural Research clearly establishes that, under most Indian soil and crop 
conditions, there is a response to nitrogen application. Actual increases in yield 
depend on a host of other factors as well as upon fertilizer application. Some of 
these are: rainfall amount, amount of irrigation, kind of seed used, temperature, 
insect control, and general cultivation practice, as well as correctly applied plant 
nutrient. 
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consumption still exist, mainly because of the failure of all but one 
region to meet its goals. 


Problems of the System 


The operation of the Indian Government’s system of distributing 
chemical nitrogen fertilizers by administrative order is characterized 
by numerous problems. While many of these can not be attributed 
to the method of distribution and its administration, there is a “* core ” 
of problems that do arise out of the system itself. 


Central Government Allotment to the States 


From 85 to 90 per cent, annually, of the Central Government’s 
allocations of nitrogenous fertilizers are made to State Governments 
for ultimate distribution to food-grain growers and other small-scale 
cultivators. Central and State Government officials have been in 
general agreement on the principles of the programme, but frequently 
have differed over the size of the allotment to be taken by the State. 
These differences have been conditioned by the respective standpoints 
from which Central and State officials view fertilizer distribution. 


The primary concern of the Ministry is to increase consumption 
each year in phase with targets derived from objective data. State 
officials are equally concerned with so increasing consumption, but 
their views of the size of the allotment relate more closely to the actual 
problems they encounter in distributing fertilizers in their territories. 
The State Agriculture Departments bear the main responsibility for 
carrying on most of the day-by-day work of distribution, such as 
propaganda and education among the growers, providing sufficient 
distributive outlets and storage facilities, persuading individual distri- 
bution agencies to requisition and keep in stock sufficient quantities 
of fertilizer, and administering the extension of credit to cultivators. 


Faced by these day-by-day problems—and in most of India they 
are of considerable magnitude—the position of the States in relation 
to the Centre is often that of the reluctant buyer facing the aggressive 
seller. The general tenor of Centre-State discussions is for the former 
to press for larger allotments, and the latter for smaller ones. Discus- 
sions with Ministry officials indicate that a great deal of persuasion 
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is directed towards the States, although no evidence of coercion was 
presented by State officials." 


Thus, the subject matter of negotiations between Central and State 
Governments has reflected the broadly goal-oriented viewpoint of the 
former in some conflict with the more pragmatically-focussed views of 
the latter. Prices and sales terms being fixed unilaterally by the 
Central Government, the ‘“ equivalents of exchange” are seldom 
a subject for negotiation, unlike a private buyer-seller situation. A 
State’s counter-pressure to the Centre’s demand for larger quotas is 
to ask for more support in solving particular distribution problems. 
This reflects the fact that one of the prime sources of operational 
problem in distributing fertilizers in India is a lack of resources. _ Accord- 
ingly, the Centre has made available to the States increased amounts 
for advancing loans to cooperatives for building warehouses, funds for 
low interest loans to cultivators, and free fertilizers for carrying on 
demonstrations in growers’ fields. Most of the personnel for these 
efforts has been provided by the State Governments, although the 
Centre has supplied ‘“ Regional Fertilizer Officers”’ to help State 
personnel, 


Allotment within the States 


India’s division of powers between Central and State Governments 
generally leaves agriculture as the province of the latter. Accordingly, 
once an allotment of nitrogenous fertilizer has been made to a State, 
the Centre’s authority and responsibility ends, except for certain stipulat- 
ed rules.4* In practice, this delegation of authority has meant that the 
State Governments are free to set up whatever distribution systems 
they desire. At this level the system of distributing by administrative 
order in accordance with predetermined goals shows the most weakness, 
mainly because of the inconsistency between the method of distribution 


followed by the Centre and those actually practiced by many of the 
States. 


14 When asked by the writer what happened when a State was unwilling to 
accept a Centrally-set allotment, one Ministry official stated that “‘we apply 
pressure.”” He knew of no instances in which a State had requested more than 
its allotment, but that if such ever occurred, the Ministry would do all within its 
power to meet the request. 


18 Nitrogenous fertilizers allocated to States are subject to a Central ‘‘ move- 
ment control” order, which prohibits the out-of-State shipment of any nitrogenous 
materials allotted toa State for agricultural use. In addition, with certain minor 
exceptions, the State is allowed to add a maximum of Rs. 30.00 per long ton to the 
nationally-uniform price for ammonium sulphate of Rs. 350.00 per long ton delivered 
to any State Government or its authorized agent at any rail station in India. The 
maximum retail price of ammonium sulphate is therefore fixed at Rs. 880.00 per 
long ton exclusive of sales tax. 














452 THE INDIAN ECONOMIC JOURNAL 


In principle, the States are dedicated to the concept of planning 
fertilizer consumption. This principle is followed out to the extent 
that State Agriculture Departments develop and assign quotas to each 
District, and often to smaller political subdivisions. But the degree 
of correspondence between the quotas and what is actually distributed 
depends on: (1) the kind of distributive organisation set up within the 
State ; and (2) the method by which the actual disbursement of ferti- 
lizers is determined. 


Organizationally, the practices follwed by the various States differ 
sharply from one another. In the earlierdays of State-supervised 
distribution, Agriculture Departments set up their own depots in the 
Districts. These were usually under the jurisdiction of the District 
Agriculture Officer, who would be assigned quotas and held responsible 
for their distribution. This system proved to be unsatisfactory largely 
because the Agriculture Department personnel, by virtue of their 
training and general orientation, felt that their function was 
** agronomical”’ and not “‘ commercial ”’.'¢ 


As a result, the organizational emphasis in the States shifted 
towards the use of agents or distributors appointed by the administra- 
tion and operating under Departmental supervision. In this connection, 
both Central and State Governments were committed to the principle 
of employing agricultural, multi-purpose cooperative societies as the 
main instrument of farm supply and marketing.!7 However, the actual 
appointment of distributive agencies by State Governments was based 
to a considerable extent on expediency. 


Of twelve States for which data were available, five appointed 
cooperatives exclusively as distributors of their allocation of nitro- 
genous fertilizer, primarily because the cooperatives in their areas 
were well-enough developed to offer sufficient warehousing and sales 
facilities. Five other States employed a combination of cooperative 
societies and private merchants, and the remaining two appointed 
private distributors exclusively. The criterion for such appointments 
was largely one of availability, although a minority of State officials 
declared themselves in favour of “ competition ”’.18 


1¢ In the majority of the States visited by the writer, Agriculture Department 
Officials insisted that ‘‘ we are agronomists, not hawkers ” and that their functions 
should be those of general supervision and control, but most particularly of education 
and demonstration of the proper uses of fertiliser. At the same time, a general 
reference for the quasi-Government cooperatives over private merchants was 
indicated. 
17 Government of India, Planning Commission, Second Five Year Plan (New 
Delhi: Government of India, 1956), 221 ff. 


18 Interviews. 
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This appointive structure suffered from one serious weakness for 
purposes of making allotments. By using non-Government bodies as 
distributive agencies, the administration’s degree of control over 
quantities taken was lessened. The State Governments possessed no 
significant coercive powers in that respect.!* 


In most States, the actual procedures of initiating shipments to 
specific distributive agencies depended on their ordering or requisition- 
ing the goods. This was especially the case in States where wholesale 
and retail distributors took title to and paid for nitrogenous fertilizers 
on receipt of the bill of lading.2® In jurisdictions in which the State 
retained title to the fertilizers, disbursing them to distributors on 
consignment account, it was somewhat easier for the administration 
to initiate shipments against quotas.*! 


The difficulty illustrated above is the simultaneous application of 
non-financial and financial criteria to determine distribution patterns. 
The Centre in making allotments to the States, and the States in setting 
quotas for the Districts based their calculations on an objectively- 
determined agronomic concept of plant-nutrient need. But the 
procedures that actually determined the amounts really taken by whole- 
sale and retail distributors were often based on the distributor’s 
concept of probable profitable sales. In many cases, therefore, normal 
market criteria rather than administrative order determined actual 
patterns of distribution. 


In the last analysis, the maintenance of any kind of distributive 
organization depends on the final consumer’s acceptance of the goods 
involved. Even a completely consistent system of allotment to retail 
distributors by administrative order could continue its existence only 
if consumers purchased the goods it made available. However, the use 
of market criteria in this particular situation tends to perpetuate 
existing patterns unless there is considerable outside stimulation of the 


1® The situation in this connection is quite analogous to private marketing 
situations. A private manufacturer can assign quotas to and can usually compel 
his branch outlets to accept shipments as he desires. In dealing with independent 
distributors, the private manufacturer at best can offer a variety of incentives, but 
can seldom compel the distributor to buy any predetermined quantity unless such 
happens to coincide with the distributor’s own conceptions. 


20 Six of the twelve States for which data are available require distributive 
agents to take title and pay cash for nitrogenous fertilizers on receipt of the railway 
bill of lading. These States account for about 60 per cent of India’s nitrogenous 
fertilizer consumption. 


*1 This statement is ‘“‘ impressionistic ’’ and is based on interviews and discuss- 
sions. A statistical test would require an array of quotas against performance over a 
several-year period ; such data were not available. 
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market. It would appear that one of the essential elements of stimulat- 
ing consumption is having adequate supplies available. 


If the amount of fertilizer to be made available is planned on the 
basis of non-financial criteria, it is then only consistent to remove 
financial criteria as a determinant of the quantities taken by wholesale 
and retail distributors. Removing financial criteria as the main basis 
of the distributor’s decision to accept goods requires either the wider 
use of consignment selling or State extension of credit to title-taking 
distributors. 


Conclusions 


The conclusions stated below are directly relevant only to chemical 
nitrogen fertilizers inIndia. In terms of their broader implications for 
the planning of consumption in underdeveloped countries they can be 
regarded as hypotheses for further testing. 


1. Attainment of consumption goals requires the planning of 
distribution and the setting-up of appropriate organizational structures 
and methods for allocating goods according to plan. This is especially 
the case when consumption goals involve substantial changes from the 
status quo. 


2. To the extent that non-market criteria are employed in setting 
consumption goals, normal market criteria are generally inadequate to 
secure the desired distribution patterns. This makes necessary the 
conscious social control of the amounts distributed through some form 
of administrative allocation of the goods. 


8. In order that the system of distributing goods by administrative 
allotment work according to plan, it must be carried out at all stages of 
distribution up to the retail selling point. The use of normal market 
criteria to determine the amounts of goods actually taken by wholesale 
and/or retail distributors is in direct contradiction to the use of non- 
market criteria to set specific consumption goals. 


4. In order that non-market criteria can be reasonably employed 
in determining the amounts to be taken by distributors, it is necessary 
that the distribution system be structured so as to remove financial 
criteria from the consideration of distributors. This requires either 
or both, the use of consignment selling or the extension of credit to 
distributors. 
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5. At its best, distribution by administrative order can make 
supplies available to desired classes of consumers in desired areas. Conti- 
nuation of this system of distribution, like any system of distribution, 
rests on the consumer’s continued use of the commodity. The making 
available of adequate supply does not, of itself, guarantee consumption, 
but it is an important element in facilitating consumption. In the 
final analysis, consumption of the product depends on : (1) the consu- 
mer’s need and conscivusness of that need for the product ; (2) available 
and reasonably accessible supplies ; and (3) ability to purchase the 
product. In an underdeveloped country it would therefore be necessary 
for the State or other authority to provide sufficient credit and stimulate 
demand through education and propaganda, as well as to make supplies 
easily available. 


Cornell University J. Hart WALrtTERs, Jr. 











AGRICULTURAL PRICE STABILISATION 
IN THE CONTEXT OF RAPID ECONOMIC DEVELOPMENT 


‘Rapip’ economic development is only relative. To be meaningful 
it is to be related to certain ‘normal’ rate of growth. It is pretty hard 
to define the ‘ normal’ rate of growth and moreover it is beyond the 
scope of this paper. But economists have compared the rate of growth 
of different developed countries. According toSimon Kuznets, the rates 
of growth in per capita income (in constant prices) are quite high in 
the following countires. They are: USA, 1869-1938 : 381 per cent ; 
Sweden, 1861-1938 : 661 percent ; UK, 1860-1938: 231 per cent ; France, 
1850-1938 (Sic; 1850—1938): 135 percent. Reduced to a crude 
annual basis—that is, the total percentage gain divided by the years 
in the interval—these figures become: United States, 4.8 per cent ; 
Sweden, 8-5 per cent; United Kingdom, 2.9 per cent; and France, 1-5 
percent. For Japan the annual average over the 60 years between 
1878 and 1938 is7-1 percent. For Russia the comparable per capita 
figure for the period 1928-39 would probably be higher.1. The economic 
development of U.S.S.R. has been most rapid. Economic development 
of Japan has been less rapid but still impressive. Japan had a semi- 
feudal military structure during the phase of its rapid economic develop- 
ment. U.S.S.R. has been a communist country. But India is pledged 
to a democratic form of government and a ‘socialistic pattern of 
society ’.2. The purpose of this paper is to study the price policy that 
should be adopted, and the manner it should be administered in a 
country like India to achieve the results got in U.S.S.R. 


The rate of growth in per capita income terms in India for the period 
under the first Five Year Plan was only about 2% per annum. The 
projected increase in per capita income under theSecond Five Year Plan, 
i.e., 1956-61 is 18% for five years. ‘*‘ Thus, national income is expected 
to increase from Rs. 10800 crores in 1955-56 to about Rs. 13480 crores 
in 1960-61, i.e., by about 25%. This will mean an increase of about 18%, 
in per capita incomes (from Rs. 280 in 1955-56 to Rs. 336 in 1960-61) 
as against an increase of 10 per cent over the first plan period (from 
Rs, 255 to Rs. 280).”* If India’s rate of growth should be comparable 
to that of Japan or Russia, investment should be stepped up. 


1 Norman S. Buchanan and Howard S. Ellis, Approaches to Economic Develop- 
ment, pp. 214-215. 
2 -- S. N. Agarwal, Towards A Socialist Economy, Indian National Congress, New 
elhi. 
* Government of India, Planning Commission, Second Five Year Plan—A Draft 
Outline, p. 26. 














AGRICULTURAL PRICE STABILISATION 


The Implications of Rapid Economic Development 


Rapid economic development could be defined as a quick increase 
in the productive capacity of the nation to ensure a progressive standard 
of living for the masses. The rapidity of the growth would primarily 
depend upon developing the ‘ basic industries.’ Development of trans- 
port, electric power, iron, coal, steel, metallurgical and engineering 
industries besides the development of human skill would be more impor- 
tant. Soviet Russia could achieve a high rate of development by 
building up these basic industries even at the expense of much needed 
consumers’ goods. This would involve a shift of human resources 
from agriculture, and an increase in the aggregate money demand for 
goods without an equivalent increase in the consumption goods which 
the additional money seeks. Labourers will have to be moved to roads, 
railways, electric installations, steel mills ete. These might be agri- 
cultural labourers in the villages seeking new employments or they 
might be the younger or more adventurous sons of small peasants who 
go to towns to improve their lot. This would mean less people in the 
production of agriculture, less to work and less to eat. Two problems 
must now be solved. Agricultural production must be maintained 
or increased with less people on the farm. More important, more 
food should go out of the village to the town to feed the industrial 
growing population. Our immediate concern is with the latter problem, 
i.e., increasing the marketable and marketed surplus of the village. 
The pivot of Soviet agricultural policy rested upon this idea. The 
* Sovkhoz’ is the instrument utilised by the Soviets to enhance the 
marketable and marketed surplus and to ensure and assured flow of food 
to industrial workers at ‘ reasonable’ prices. 


The Factors on which the Marketable and Marketed Surplus depend 
(Non-price) 


The amount of grain that goes out of the village to the town 
depends upon the following factors. Primarily it depends upon the 
total crop in the village. The total crop at present is subject to much 
variation from one year to another as a large percentage of area is 
dependent upon rainfall. A steady flow of grain to the town could not 
be assured unless dependence upon Nature is reduced. 


Secondly, the marketed surplus of the village depends upon the 
composition of the agricultural producers, and the proportion of crop 


owned by those who produce for subsistence, above subsistence and 


* Baykov, The Development of the Soviet Economics System, Cambridge 1946. 
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below subsistence. A highly unequal form of ownership of land would 
yield more marketable surplus than a less unequal form. The trend 
toward more equitable distribution of land ownership is likely to reduce 
the marketed surplus. The introduction of land reforms in India 
would result in less grain in the market, given the total volume of 
production. 


Another factor which would influence the changes in the market- 
able surplus of the village is the capital budget position of the peasant. 
Agricultural debts contracted by subsistence farmers have the effect 
of squeezing the farm grain out of the village even at the expense of 
reducing the consumtion of the peasant. Easy debts provided by co- 
operative credit societies may have the effect of reducing these forced 
sales. 


Heavy taxation by the government will bring out some grain to 
the market which, otherwise would be eaten on the farm or would add 
up to farm inventory. Japan adopted a heavy land tax as a measure 
to develop the country. This was her method of making peasants pay 
for development through their grain. It is doubtful whether, India 
could adopt this method under its democratic structure. 


The rate of population increase in the village has also an influence 
on the marketable surplus. The natural rate is generally higher in 
the villages than in the town. 


The possibility for increasing the marketable surplus by influencing 
the first factor is great. But this involves much investment in agri- 
culture and such investment has alternative uses, which, in some 
cases, yield higher returns. The possibility seems to be limited in 
other directions especially against the context of land reforms, develop- 
ment of co-operative credit and a plea for more equitable taxation. 


The price policy that should be adopted for agricultural commodi- 
ties to achieve rapid economic development should differ from that 
adopted in America. There is one similarity between the two. In both 
the cases there should be a shift of human resources from agriculture. 
But the similarity ends here. The shift of human resources from agri- 
culture to other spheres in America is to reduce the unwanted supply 
of agricultural commodities. This is supposed to meet the conditions 
arising out of the changing preferences of consumers in a progressive 
economy and the relative inelasticity of demand for agricultural 


products. 
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But the plea for the shift of human resources from agriculture to 
industry in an underdeveloped country like India rests upon a different 
principle. Agriculture is overcrowded in terms of labour within agri- 
culture and not in terms of product from agriculture. There is need for 
more product both in agriculture as well as outside agriculture. But 
in agriculture, the marginal productivity of labour is considered to be 
either zero or negligible.5 Hence labour should move to other occup- 
ations where its marginal prodctivity is likely to be higher and the 
product from agriculture should not diminish by this movement. 


Secondly, the price policy in agriculture in America is directed to 
meet the notions of ‘ equity’ for the farmer. The relative income of 
the farmer is coming down by falling prices. His relative position with 
respect to others in the community should be maintained. Essentially 
it is ditected to achieve ‘ parity income’ for the agriculturist. It is 
of course doubtful how far this objective is achieved by “ parity prices.’ 
The beneficiaries of a price-parity policy may be those who need the 
benefits least. 


In India, agricultural price policy should be directed to achieve 
rapid economic development. Hence it should achieve the maximisa- 
tion of the ‘marketable and marketed surplus of the agricultural 
product.’ 


Thirdly agricultural price policy in America is to reduce the un- 
certainty arising out of cyclical fluctuations of agricultural prices. There 
is a considerable body of economists in that country headed mainly 
by T. W. Schultz and Gale Johnson who plead for ‘ forward pricing’ 
and fiscal and monetary measures to reduce the uncertainty of expecta- 
tion in agriculture.® . 


But the emphasis in India changes from cyclical fluctuations in 
prices caused by changes in aggregate money demand to fluctuations in 
prices caused by significant changes in supply caused by vagaries of 
nature. High prices periods may be periods when farmer needs help. 
High prices may be caused by crop failures. A bumper crop resulting 
in low prices might not reduce the farmer’s margin of profit very much, 
if the elasticity of demand for farm products is high. It is presumed 
that the elasticity of demand for farm products in underdeveloped 


5 Ragnar Nurkse, Problems of Capital Formation in Underdeveloped Countries— 
New York, 1953. 


* D. Gale Johnson, ‘ A Price Policy for Agriculture Consistent with Economic 
Progress,’ Journal of Farm Economics, Vol. 27. 
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countires is generally higher than in developed countries because of 
the presence of a large number of families at subsistence levels. 


A few other differences which might be pointed out in adopting 
an agricultural policy for a country like India are the structural differ- 
ences. In India majority of the population are dependent on agri- 
culture and the major source of national income is from agriculture. 
But in U.S.A. agriculture is neither the major occupation nor the 
major source of income. So in U.S.A. it would be possible for the 
rest of the community to support the agriculturists. But in India it 
would be quite difficult to make the rest of the community to subsidise 
the agriculturists. 


The proportion of produce consumed on the farm in U.S.A. is not 
quite significant. It does not respond to price changes very much. 
But in India with a majority of subsistence farmers, the proportion of 
produce consumed on the farm is large. It is responsive to price and 
non-price variables. Some economists believe that it has perverse 
response to price changes. When prices rise, the agriculturist brings 
less to the market to pay his fixed debts, taxes and he chooses to consume 
more on the farm. When prices fall he is forced to bring more grain 
to the market to meet all his fixed obligations and to make non-agri- 
cultural purchases. In the phraseology of the economist, the Indian 
agriculturist’s supply curve is backward sloping. But total production 
of agricultural commodities, it is believed by many economists in India, 
does not respond to price variations. Availability of credit, improve- 
ment of technical skill and availability of land are more significant 
variables in influencing production than prices. Under these conditions, 
the role of agricultural prices in achieving the desired objective of 
enhancing the marketable and marketed surplus seems to be quite limited 
under Indian conditions. 


The Likely Trend of Agricultural Prices under Rapid Economic Develop- 
ment and their Implications 


It is difficult to estimate the trend of relative prices in future. But 
past trend could be a guide to future. During the war time and for 
two years after the war, the rise in the food articles and industrial raw 
materials was much greater than the rise in the prices of manufactured 
articles. The fall in the prices of foodgrains during the latter part of 
the first five year plan had been mostly due to increased supply on 
account of good rains. Not a little of the success of the first five year 
plan was due to the falling trend of food prices. The cost of living index 
in India is more responsive to food prices than to the prices of any 
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other product. But since October 1955 there has been a rise in the 
prices of food articles whereas the prices of manufactured articles has 
been more or less constant since 1952-53. The prices of Industrial 
raw materials have been showing the same trend since October. This 
agitates the mind of Indian planners than any other factor. Once the 
prices of food articles rise, they are likely to cause an inflationary spiral 
in the economy. The trade unions in India which are quite powerful 
would agitate for an upward wage movement. Speculation both in 
agricultural and industrial commodities is likely to add fuel to fire. 
Rising agricultural prices are not favourble to the ‘ sub-marginal farmer ’ 
who purchases part of his requirements from the market. Incomes, 
are of course, made by the upper class agriculturist who has a large 
surplus to sell. These additional incomes generated out of icreased 
prices of agricultural commodities are likely to spill into speculative 
land purchases or into goldhoards or into conspicuous consumption 
reinforced by ‘ demonstration effects’ of the city culture. Hence 
rising prices are not likely to be favourable for capital formation and 
economic development. 


Under the conditions of rapid economic development we assumed, 
there is likely to be a greater dosage of money into the economy than at 
present employed unless alternative methods like very heavy taxes on 
the richer classes and the currently employed classes are imposed. 
Even under the latter condition, there is likely to be a shift in the rela- 
tive preference of society. Heavy taxes on the well-to-do are likely to 
siphon off money from the expenditure stream from the less necessary 
goods to the more essential goods on which the newly employed people 
in basic industries are likely to spend the money. Further if the 
present trend of the rate of growth of population of about 4 million 
babies every year should continue the demand for food is likely to exceed 
the supply. This also points to a long term trend of rising food prices. 
The only hope against the rising trend of food prices is the possibility of 
increased supply of food due to the irrigation policy of the Government. 


The Soviet Experience 


The 1917 revolution expropriated the big estates. These were 
divided among the small peasants. The rich peasnsts were allowed 
and middle peasants were tolerated. Private use of the land was still 
the rule until collectivisation was started in 1929. The Soviets were 
faced with the problem of increasing the marketable surplus from the 
farms to feed the growing town population. How could they do it? 
They emphasised the growth of heavy industry. Consumers’ goods 
were not produced on a significant scale. The farmers were not willing 
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to part with their commodities until they got ‘ reasonable prices ’ for 
their products. The demand for all essential goods went up. But 
there was not an equivalent increase in supply. High prices for agri- 
cultural commodities were not favoured by the Soviets even if they could 
increase the marketable surplus. They would increase the cost of 
living of the working class. They would place industries in a relatively 
disadvantageous position. They would favour the rich peasant as 
against the small peasant. They would further enhance the class differ- 
entiation which the Soviets sought to eliminate. The Soviets had to 
resort to compulsory deliveries at fixed prices. But still they found it 
difficult to eliminate the difference between market prices and delivery 
prices. They had to resort to controls and rationing. They found it 
administratively difficult to collect grain from innumerable number of 
peasants. The Soviets got over this problem by collectivising land. A 
study of the structure of the collectives would reveal the emphasis that 
the Soviets placed on marketable surplus from the farms.? The 
‘Distribution of theGross yield of grain and leguminous plant crops in 
the collective farms of the U.S.S.R. as a whole for 1938’ reveals that 
15% of the gross yield goes towards compulsory State deliveries at fixed 
price. 16% goes towards State deliveries in payment for the M.T.S’s 
work. 5-1% goes towards sales to State procurement organisations 
and co-operatives at decentralised prices and on Kolkhoz markets. Thus 
86-1% of the gross yield is assured to the towns. Another 34-2% is 
assured for capital depreciation and replacement and in enhancement on 
the collectives. 2-8% is assured for social services. Only 26-9% of 
the gross produce is distributed among the collective farmers. Thus the 
Soviets place primary attention on capital replacement and development. 
Three factors are responsible for the success of the Soviets : 1. Force, 
2. Centralisation through collectives, and 3. The organisation of the 
Communist party which worked both within the government and within 
the people. The party’s strong faith in the inevitability of the success 
was no less important. The third factor is generally ignored by 
many writers. 


The Necessity for Price Ceiling of Agricultural Commodities Summed Up 


The necessity for price ceiling of agricultural commodities rests 
on the following hypotheses. 


1. Price increase of agricultural commodities in India would not 
bring about an increased response in supply. 


? Baykov, op. cit., p. 811. 
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2. Non-price variables like good rains, public works like irrigation 
development, credit availability are more important than price variables 
in increasing the total supply of agricultural commodities. Improve- 
ment of skills within agriculture is also important. 


3. Relative price increases of agricultural commodities would not 
be conducive to industrial development. 


4. Given the present land tenure structure, price increases of 
agricultural commodities would enhance the incomes of upper class 
agriculturist. These incomes are likely to go into speculative land 
purchases, speculative business, hoarding or ‘conspicuous con- 
sumption’. 


5. Increases in agricultural prices will bring about an inflationary 
spiral of wages and prices. 


6. There is a case for low pricesfor agricultural commodities from 
another angle. The agricultural family whose produce is not reduced 
(on the assumption that the marginal physical product of labour is 
negligible) by the withdrawal of a member of the family to the town 
stands to gain by way of increased per capita produce, within the family. 
It is only fair to ask the family to share a part of the increase with 
the community for providing income in the town to a member of the 
family. 


The case against ceiling agricultural prices may be outlined thus : 


1. It would be unjust to keep the relative prices of agriculture 
commodities low, particularly when the things that the agriculturists 
buy are increasing. 


2. It would make the burden of contractual payments like debts 
and taxes high. 


But these could be remedied by suitable measures in the expenditure 
policy of the government. The rural areas lack very much in social 
services. Increase in these services will confer benefits on the agri- 
culturists. Besides increase in expenditure on irrigation will reduce the 
cost per unit of the commodity for the agriculturist besides reducing 
uncertainty. 


Price Controls not Administratively Feasible in Agriculture: Without 
Significant Changes in the Structure of Trade 





Our reasoning so far has pointed out the desirability of ceilings on 
agricultural prices. Now we are confronted with the problem of achiev- 
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ing these ceilings. During the war time and after India adopted the policy 
of price control which was extended to all essential articles including 
agricultural commodities. Control of agricultural prices was combined 
with procurement and rationing. Our experience with price controls 
on agricultural commodities was not quite happy. Dual prices pre- 
vailed in many places. Black market was quite a serious problem. 
Procurement was much resented by the agriculturists. It gave rise to 
corruption and nepotism in administration. Administrative excesses 
were not uncommon. There was a general plea for decontrol and the 
abolition of procurement and rationing. The government was forced 
to decontrol. 


It is not difficult to account for the failure of price control on agri- 
cultural commodities in India. It was a new task for the administra- 
tive machinery. The integrity and honesty that was required on the 
part of administrative machinery in calculating the quota of each agri- 
culturist and in procuring was lacking. The state could not efficiently 
handle the problem of trade. Planning of procuring and efficient and 
quick movement of grain was not careful. Further the public mind 
was not prepared to a system of controls, procurement and rationing. 


So other methods to control prices should be devised. The state 
should attempt at influencing prices in any emergency i.e., when prices 
go beyond the ceiling fixed. To meet such emergencies the state should 
build up a reserve of essential grain. External assistance could be 
sought to build up these reserves. American surpluses might come 
handy. 


Our Opportunity 


The problem is not so desperate when we look at the spread between 
wholesale prices and retail prices. Of course, the spread is not peculiar 
to India. Even in U.S.A. there is much gap between the price of milk 
that the farmer gets and the prices that the consumer pays. But this 
spread could be justified partly by the services provided to the consumer 
by the middlemen. But the cost of the services of the middlemen seems 
to be relatively high in India. If these could be reduced, the retail 
prices of agricultural commodities could be reduced without reducing the 
farmer’s share. A better system of transport might also lower the 
prices for the consumers. Prevention of speculation and hoarding by 
the traders might be another measure. 


In democratic countries state budgets could be utilised to achieve 
the desired ends of the community. If the present structure of land 
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tenure continues, there is a case for appropriating a portion of the ‘rent’ 
received by the landlords. This portion could be made payable in 
kind. This could be utilised by the government to build up its reserves 
and the reserves could be moved to areas of scarcity. If the land tenure 
is changed towards a more egalitarian type, the beneficiaris of the land 
reform could be made contributors to the grain fund which might be 
called ‘ development fund ’. 


The success of the policy outlined above depends upon a number of 
factors. Firstly the people must not only desire rapid economic develop- 
ment but also should understand its implications. They must be pre- 
pared for the tightening of belts. Tightening should not be confined to 
any particular segment of the society. Organised participation and 
co-operation with public programmes are essential for economic develop- 
ment. .For this the enthusiasm of the people should be roused. De- 
centralisation of developmental activity to the possible extent and allot- 
ment of development funds from a particular area for development in 
that area might be helpful. 





Madras G. PARTHASARATHY 











A. GC. PIGOU (1877-1959)! 


““I come then to my concluding word. The Master whom we 
all revere is dead : full of honour, full of years, his life-work done...... If it 
were possible I should wish to stand as an interpreter of his spirit to you in 
your youth and to hand on some message, not unworthy of his thought and 
of his life. We are set together in the world for a little time. Of what lies 
behind and beyond we may frame guesses, we may, if we can, cherish hopes, 
but we know nothing. One thing, however, is certain for us: the lives here— 
the brief lives—of multitudes of our fellow-men are shadowed with sorrow 
and strained with want. It is open to us, if we will, to stand aside, or to hin- 
der or to help. If we would help, there are many ways. One way is the way of 
thought and study and the building up of knowledge. That was the way he 
took. It is the way for some, but not for all of you, and the message of his 
life is not only for those who follow that way. Whatever way you choose, 
choose it with your whole heart. Follow the star that leads you: follow 
without turning whatever the toil, whatever the pain. Do not hoard your 
life : spend it ; spend it on an aim outside yourselves, the worth of which 
you feel. It may be that that way you will save your life, it may be you will 
lose it. But, save it or lose it, you will have saved or lost it well : 


Oh young mariner, you that are watching 
The grey magician with eyes of wonder, 
This is Merlin, and he is dying, 

This is Merlin who followed the gleam 
After it: follow it: follow the gleam”? 


Tis was how Pigou ended his impassioned memorial lecture on 
Marshall. No wonder he followed the gleam which his Master followed 
sincerely, steadfastly and devotedly for nearly three score years. 
* Just for a handful of silver’ or ‘ just for a riband to stick in his 
coat’ did he ever forsake the chosen path of his life. 


Arthur Cecil Pigou was born at Ryde on November, 18, 1877. 
Like his father, C.G.S. Pigou of the 15th Regiment, he was educated 
at Harrow. In 1896 he joined the King’s College, Cambridge, as a 
History Scholar. He obtained a First Class in the Historical Tripos 
in 1899 and in part II of the Moral Science Tripos in 1900 (the Economics 
Tripos came into being only in 1903). At Cambridge, he won the 
Chancellor’s Medal for English Verse and the Cobden, Burney and 
Adam Smith Prizes. Being a debator with considerable rhetorical 
flourish, he was elected as President of the Cambridge University 
Union.’ 


1 In the preparation of this paper use has been made of the obituary note 
in the London Times, Harrod’s Life of Keynes, Hugh Dalton’s Call Back Yesterday, 
Colin Clark’s paper on Pigou in Spiegel’s Great Economists in Perspective. 


2 Memorials of Alfred Marshall, Edited by A. C. Pigou. 


* The following is taken from Hugh Dalton’s Call Back Yesterday. ‘* Once 
speaking at an election, Pigou, with great persuasiveness and apparent conviction, 
developed the case for Tariff Reform. The platform and the audience grew restless. 
There were angry interruptions from the faithful. They thought he was a Tory 
speaker come to the wrong meeting. Then suddenly he stopped. ‘ And what, ” 
he asked, “* is the answer to that case ?”’ And then he gave it, and swept the meet- 
ing off its feet.” 
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Pigou was deeply interested in poetry and moral philosophy. 
He submitted a thesis for a Fellowship at the King’s College on ‘ Robert 
Browning as a Religious Teacher’. When this did not succeed (fortu- 
nately for economics) he was advised by Alfred Marshall to write on 
“The Variations in the Prices of Tinned Meat in the Nineteenth Century.” 
Pigou was elected as a life-time Fellow of King’s College in 1902. Even 
as a student, Pigou had been considerably influenced by the personality 
of Alfred Marshall. Pigou greatly admired Marshall’s single-minded 
pursuit of the science of economics. From Marshall, Pigou learned 
that economics was a study worthy of life-long devotion. Marshall 
filled Pigou’s mind with the vast opportunity of work that lay open 
in the field of economic enquiry, with ‘the petty done, the undone 
vast’. Pigou was convinced that the chief value of economics was as 
a hand-maid to ethics, not an end in itself but a means to a further end ; 
an instrument by the perfecting of which it might be possible to better 
the conditions of human life. In a memorial lecture on Marshall 
delivered in Cambridge on October, 24, 1924, Pigou commented approv- 
ingly upon the vivid sense of the paradox of poverty and the strong 
stream of human sympathy that lay at the back of Marshall’s intellectual 
work. Pigou agreed with Marshall that the contribution of economists 
is not to devise detailed practical expedients, but to provide an orga- 
nization of thought and of method that would enable practical expe- 
dients to be devised successfully. The armament of knowledge thus 
prepared must furnish for those whom pity drives to action the lamp 
of assured knowledge and the sharp sword of right analysis. This 
requires labour, the stress of long, continued thought as well as the 
accumulation of great masses of facts. Besides Marshall, Sidgwick 
also influenced young Pigou considerably. 


The sense of bondship that existed between Marshall and Pigou 
was characterised by mutual admiration and respect. Before he 
became Professor in 1908, Pigou published a book on ‘ Protective and 
Preferential Import Duties’. Another work published by him during 
his pre-professorial period was on “‘ The Principles and Methods of 
Industrial Peace.”” There was also a book on the Problem of Theism. 
Marshall must have given considerable thought to the question of a 
successor to himself in the Chair of Political Economy, which at that 
time, undoubtedly, was the highest distinction that an economist could 
hope for. There is no wonder that Marshall had deep appreciation of 
Pigou’s abilities to give unstinted devotion to the pursuit of economics 
and in the manner that he wished economics should be served. Marshall 
retired two years earlier to the scheduled date in order to give young 
Pigou a chance. The election of Pigou in 1908 to the leading post in 
the world of economics at a young age of 31, caused considerable emba- 
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rassment amongst elder colleagues. While no one doubted Pigou’s 
brilliance and abilities the question was whether the claims of men 
senior to him in age should have been overlooked, Prof. Foxwell, 
who was deeply disappointed at Pigou’s election, and who, it was 
reported had already prepared his inauguaral address on the assumption 
that he would be the right choice, resigned. The atmosphere of election 
that surrounded his election might have had an everlasting influence 
on Pigou in regard to his attitude regarding general association with 
fellow economists and university dons. Thereafter Pigou wholly 
retired from practical University administration. 


In his inaugural address given at Cambridge on 30th October 
1908 entitled ‘ Economic Science in Relation to Practice ’ Pigou states 
how the cause of his first interest in economic science was not a reason, 
but the personal inspiration of the master, whose successor and whose 
pupil it was his high privilege to be. “‘ It will be my earnest endeavour 
to carry on and to develop in this University the work that he has 
begun and to pass forward to others what I have learnt from him.” 
(Economic Science in Relation to Practice. p. 8). Pigou stated that 
social enthusiasm was the beginning of economic science just as wonder 
is the beginning of philosophy. 


Tall, gaunt and athletic, ‘ handsome as a Viking ’, with a propensity 
to be untidy in costume, with an intensive dislike of administrative 
routine, with a nature unusually shy—a life long celibate, he was reputed 
to be strictly aloof from the company of women—with deep interests 
in poetry, ethics and moral philosophy, with an unusual capacity for 
abstract thought—for he had ‘a passion that left the ground to lose 
itself in the sky’, with amazing powers of long concentration—amongst 
his colleagues the belief was that Pigou could always be relied upon to 
solve any problem of high theory, with an intense dislike of small talk, 
academic shop and gossip, with a great passion for the mountains of 
Alps and hills of Cumberland—a great mountain-climber as well as 
a mental climber—with an affectionate disposition towards students 
with whom he mixed in terms of equality, with a magnanimous grand 
soul which could unruffled take in any amount of bitter or drastic 
criticism of his views, with a penchant for precision in words and in 
thought, with a temperament and attitude which preferred to influence 
the world through the printed page rather than the spoken word—Pigou, 
whom Dalton termed as the inhabitant of the Temple of Truth fixed 
in Cambridge, must undoubtedly have been a great spiritual and intel- 
lectual influence at Cambridge. Pigou’s lecture manners have been 
described by Hugh Dalton as follows. ‘An attractive presence ; 
complete clarity ; great precision of thought and definition ; a little, 
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but not too much, geometry and algebra on the blackboard ; an occa- 
sional joke to illustrate some proposition never a note.’’ Similar are 
the impressions of Harrod. ‘ Pigou made a notable impression as 
Professor. Tall, athletic, lucid and unadorned in his lecture manner, 
yet going very effectively to the heart of the subject, he created great 
confidence. What appealed above all were his simplicity and utter 
lack of affectation or of pomposity.”’ 


Pigou held the Professorship till 1943 when he was succeeded by 
Professor Dennis Robertson. Thereafter he was Emeritus. He was 
a member of the (Cunliffe) Committee on the Currency and Foreign 
Exchange (1918-19), the Royal Commission on the Income Tax (1919- 
20), and the (Chamberlain) Committee on the Currency and Bank of 
England Note Issues (1924-25). He was an honorary president of the 
International Economic Association. 


The Economic Writings of Pigou 
A brief chronological idea of Pigou’s works is given below. 


(1) Protective and Preferential Import Duties published in 1906 
(Reprinted in 1935 in the Series of Reprints of Scarce Works on Political 
Economy by the London School of Economics) analytically examines 
(on the model of Marshall’s Pure Theory) the implications of protection 
for Britain and comes to negative conclusions. Pigou lends qualified 
support to the doctrine of infant protection under certain conditions. 
He is against the Imperial Preference policy. 


(2) Wealth and Welfare published in 1912 brought Pigou world- 
wide fame. This was considerably expanded and republished under 
the title ‘“‘ Economics of Welfare”’ in 1920. Since then the Economics 
of Welfare has gone into several editions with occasional changes in the 
text. Economics of Welfare is treated as a classic in the field of the 
theory of economic policy just as Marshall’s Principles is treated in 
the world of pure theory. In Economics of Welfare (considered by F. 
Knight as economics at its best) Pigou tried to provide a systematic 
theoretical framework for the science of economic policy. He discusses 
the philosophical problems concerning the relationship between price, 
utility and welfare. Pigou first distinguishes between economic welfare 
and general welfare, defining the former as that part of welfare which 
could be brought into contact with the measuring rod of money. 
Thereafter, he emphasizes the relevance of national income as an index 
of welfare. Accepting the broad position regarding the diminishing 
marginal utility of income, Pigou makes out a case for equitable 
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distribution. Then follow the famous chapters dealing with the 
definition of optimum welfare in terms of equality of marginal social 
returns in different uses. Professor Pigou distinguishes between the 
supply price of a commodity from the standpoint of an industry and 
from the standpoint of the community. Initially, Pigou had included 
transfer expenses in the supply price. This defect was pointed out 
by Knight and Robertson. But Pigou later on confined it to the case 
of increasing returns. 


Professor Pigou then tried to classify cases of divergences between 
private and social products. The first type of divergence occurs when 
ownership and operation rights of durable assets are different. The 
second type of divergences arises when incidental uncharged and 
uncompensated services and disservices to a third party occur during 
the course of production. The third type of divergences deals with 
the case where the marginal social product of resources in an industry 
with decreasing supply price is greater than its marginal private product. 
Professor Pigou’s analysis in terms of divergences was later on extended 
by Shove and Kahn. After a discussion of the theoretical framework 
of the science of policy, Pigou plunges into a discussion of the welfare 
implications of monopoly and of the practical problems of fixing railway 
rates. Pigou’s case for state intervention in connection with discrimi- 
nation of the first degree has also become a common place in text-books. 
Thereafter, Pigou devotes a number of chapters to problems of industrial 
peace and industrial arbitration. Following Marshall, Pigou concludes 
the book with a mathematical appendix. 


The Economics of Welfare is by far the most well-known of Pigou’s 
works. The treatment in the book is full of practical illustrations 
drawn from the conditions of the period. 


(3) Unemployment (published in 1913) emphasizes the possibility 
of unemployment as a result of trade union intransigence and the effects 
of minimum wage laws. Pigou maintains that flexibility in wage rates 
would tend to increase employment. Any cause diminishing the inten- 
sity of industrial fluctuations would lead to an increase in employment. 
Pigou emphasises the significance of credit policy and fiscal policy to 
offset the decline in private demand. 


(4) Pigou contributed a paper to the Symposium on the Reorga- 
nization of Industry at a conference of working class association held 
in Oxford in July 1916. In this, he draws attention to the possibility 
of the emergence of unemployment in the post-War as a result of 
specificities in factor supply. 
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(5) A Capital Levy and a Levy on War Wealth (published in 1920) 
examines the implications of capital levy. The problem is whether the 
State should demand swift repayment from the beneficiaries in view of 
the great changes in distribution of wealth brought about by the War. 
Pigou favoured a special levy for repaying internal national debt. 
He also favoured a levy on war wealth as a supplement to a general 
capital levy. 


(6) In Political Economy of War (published in 1921), Professor 
Pigou analyses the strains and stresses of a world shattering war, its 
anatomy and physiology, and the mechanism of adjustment involved 
in the process. He examined the problems of real and money war costs, 
war loans, rationing and price control, and the money and currency 
adjustments consequent upon the mobilization problems of the War. 


(7) Essays in Applied Economics (published in 1923) reproduces 
a number of articles and essays written by Pigou in various journals, 
Most of these papers appear to be a continuation of the ideas contained 
in Marshall’s thought (for e.g., ‘The Private Use of Money’, and 
‘Employers and Economic Chivalry’). The papers analyse Un- 
employment and the great slump of 1920-23, Minimum Wages of Agri- 
culture, Small Holdings, the Concentration of Population, A Study of 
Price and Wages from 1896-1915 and An Examination of the Report 
of the Royal Commission on the Income-tax and of Cave Committee. 
There are three papers dealing with international and monetary issues. 
They are: The Real Ratio of International Interchange, The Foreign 
Exchanges, The Exchange Value of Legal Tender Money. (The last 
one is reprinted in the A.E.A. Readings in Monetary Theory). The 
last paper throws considerable light upon the factors determining the 
demand for and supply of money. Marshall’s analysis of the theory of 
value is applied to the field of monetary theory. 


(8) Pigou delivered the Sidney Ball Lecture in May 1923 on the 
Functions of Economic Analysis. In this he drew attention to Marshall’s 
fundamental idea about the value of Economics. Pigou maintained 
that ordinarily part of the work of the Economists is piecemeal, the 
piecemeal study of particular parts and aspects of economic life and 
not sweeping studies of the economic world as a whole. He also believed 
that there is a long lag of nearly 30 years or of half a century before the 
ideas of economists could be accepted by the practical man. He 
emphasised the importance of the degree of economic knowledge obtain- 
ed by the general public. It is in this connection that he emphasised 
that the public should have training in economics, sufficient training 
at least, to perceive and that they do not possess complete training. 
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(9) Industrial Fluctuations (published in 1927) presents a detailed 
treatment of the problem of industrial fluctuations. Pigou distinguishes 
between impulses and conditions as causative factors in fluctuations. 
The impulses may be autonomous monetary changes, real factors or 
psychological factors. Among autonomous monetary changes are 
included, changes in paper money, gold production and movements 
in international reserves. The principal real factors are, harvest 
variations, inventions, industrial disputes, changes in taste and changes 
in foreign demand. Expectations based on real causes are true or 
valid expectations. Psychological expectations refer to errors of 
judgement occurring in men’s attitude of mind. Three causes are noted 
for this. Many goods are made in advance of demand ; the industry 
is divided into a number of separate units acting independently ; and 
many goods are durable. Pigou also gives considerable attention to 
the role of instrumental versus consumer industries. Pigou notes how 
creation of bank credit enhances the elasticity of supply of real floating 
capital. Pigou, in general, emphasizes the role of excessive confidence 
and excess distrust as factors amplifying fluctuations. 


(10) A Study of Public Finance (first published in 1928) examines 
in detail the technical problems of taxation, public debt and expenditure. 
This is mainly a book of analysis. There is an effort to apply the 
theory of sacrifices to the fields of taxation and expenditure ; there is 
a distinction between transfer and non-transfer expenditure. The 
concept of announcement effects is introduced and elaborated. There 
is also a distinction between the money and real burdens of taxation. 


(11) Economic Essays and Addresses (published in 1931) reproduces 
some of Pigou’s articles and the memorial lectures delivered by Pigou. 
(‘ The Function of Economie Analysis ’— Limiting Factors in Wage 
Rates ’—‘ Stabilization in Particular Industries ’—‘ Disturbances of 
Equilibrium in International Trade ’—‘ The Statistical Derivation of 
Demand Curves ’—* Demand and Supply Equations ’). 


(12) The Theory of Unemployment (published in 1933) set out a 
general picture of conditions determining the level of employment. 
This book is complementary to his earlier work on ‘ Industrial Fluctu- 
ations’. In this work, Professor Pigou attacks the problem of un- 
employment using the marginal productivity theory in conjunction 
with a slight modification of ‘‘the Old Classical Wages Fund Theory”. 
To him the volume of employment is dependent upon two fundamental 
factors : the real rates of wages for which work people stipulate, and 
the shape of the real demand function for labour. Throughout the 
investigation he employs ‘“‘ wage goods ” as the standard of comparison 
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of real wages with other values. Wage goods are the goods on which 
wages are spent, and consequently constitute the real remuneration 
of the work people. ‘“‘ When the real rate of wage stipulated for is 
given, the quantity of labour demanded in the aggregate of all industries 
varies, and can only vary, on precise proportion to the quantity of 
wage-goods available for, and devoted to, the payment of wages.” 


The Section entitled “‘ Monetary Factors Affecting Variations in 
the Level of the Real Demand Function for Labour ”’ contains a proposal 
for a standard monetary system defined as “‘ One so constructed that, 
for all sorts of movements in the real demand function for labour or 
in real ratio of wages, whether they last fora long time or a short, the 
aggregate money income is increased or diminished by precisely the 
difference made to the number of work people (or other factors of 
production) at work multiplied by the original rate of money wages ” 
(pp. 205-206). 


Pigou wants the standard monetary system to be used as a criterion 
to distinguish between ordinary monetary disturbances and non- 
monetary disturbances. 


Professor Pigou holds the principal weapon for maintaining the 
standard system to be the discount rate and open market policy of the 
Central Bank. But in times of deep depression, the expedient of 
public loan expenditures should also be used. 


(18) In Economics in Practice (published in 1935) there is a re- 
production of the six lectures given at the London School of Economics. 
The first lecture called ‘“‘ An Economist’s Apologia ’’ discusses the general 
role of the economists in modern society. Here is Pigou advising 
economists to be acquainted with practical life. ‘ Therefore—I am giving 
now advice that I myself have notoriously failed to follow—it is up to 
the economist, when he is young and his mind is plastic, to take whatever 
opportinities he can find for direct acquaintance with the life of men 
and women in factory and field ; to understand machinery ; to see for 
himself at first hand how businesses are organised and run.” Pigou 
makes a reference to short period economics and feels this to be lightly 
tilled. There is an interesting criticism of Keynes who advised eco- 
nomists to eschew treatises but himself presented the world with two 
tomes (Treatise on Money, Vols. I and II). Other lectures deal with 
Economy and Waste, Balance of Trade, Inflation, Reflation, and State 
Action and Laissez-Faire and The Economics of Restrictions. 





(14) The Economics of Stationary States (published in 19385) 
termed as an introductory prelude to economics builds up a picture 
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of the ways in which the fundamental economic forces work themselves 
out. The Stationary State is visualised as a special case of the moving 
world. The method employed is that of comparative statics. Mone- 
tary problems are summarily dispensed with. The Book applies the 
maximum principle in various fields. ‘‘ We may say for brevity that 
the active principle in building the economic cosmos is an urge on the 
part of every agent to ‘ maximise his satisfaction’; but we must 
define maximising to mean so acting that a more keen desire is always 
followed in preference to a less keen one, and that, when a desire can 
only be satisfied at the expense of undergoing an aversion, it will be 
followed or not according as it or the aversion is the keener. The task 
of positive economics, as distinguished from welfare economics, is to 
display the structure and working of the economic cosmos as an out- 
growth of the principle. This volume is an essay in positive economics.” 
This work may be said to present the bare bones of the theoretical order 
underlying the superficially simple structure of Marshall’s ‘ Principles ’. 


(15) Socialism Versus Capitalism (1937)—Written specially for 
the general reader sets out the dominant considerations relevant to the 
arguments regarding the choice between the systems of socialism and 
capitalism. Pigou accepts the possibility of rational allocation of 
resources under socialist planning ; but points to the arbitrary nature 
of the rate of interest in a socialist state. The concluding chapter 
presents a broad outline of Pigou’s approach in regard to the refor- 
mation of capitalism. 


(16) Employment and Equilibrium (first published in 1941) is 
Pigou’s reply to Keynes’ General Theory. Pigou pays tribute to 
Keynes for having asked important questions ; but tackles them in 
this book in his own way. The treatment of the book is mathematical. 
It is here that the importance of the ‘ Pigou’ effect is first introduced. 
Pigou defends the classical position very vigorously, There is a detailed 
discussion of the factors determining savings. Various types of multi- 
pliers are examined—real as well as money. 


(17) In Lapses from Full Employment (published in 1945) Professor 
Pigou dealt with the monetary aspects of the problems of unemploy- 
ment. He suggests, however, that he was in agreement with the famous 
White Paper on Employment Policy. 





(18) Income—An Introduction to Economics (published in 1945) 
reproduces the seven lectures given to engineering students and presents 
an outline sketch of the problems of national income, internal and 
external influences affecting income-getting power, the allocation of the 
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income-getting power among different sorts of production, the role of 
government in production, the proportion of income-getting power at 
work at different periods and the distribution of income among people. 


(19) In Aspects of British Economic History 1918-1925 (published 
in 1947) Pigou sought to explain the economic conditions in the post- 
War period. This work is certainly in continuation of his earlier work 
upon the Political Economy of War. 


(20) Pigou delivered in 1949 the Stamp Memorial Lecture on 
Wage Statistics and Wage Policy. Here he made one of his rare personal 
references. ‘* Most of my life has been that of a crab sitting in its shell, 
emitting from time to time streams of ink, but not coming ou* itself 
into the bad black world. Now even the streams of ink are drying up. 
Since 1948 I have been ‘ emeritus ’"—which should mean, I think, with 
any merit one may once have had drained out of one. Worst of all, 
I am a relic of ‘classical economics’, ‘ traditional economics’, the 
‘old economics ’, all of which, I am sure, it has been the pleasure of 
many of you to ‘ debunk ’ and cast upon the everlasting fires’. Pigou 
emphsised those aspects of knowledge of which statistics cannot be made 
to tell. 


(21) The Veil of Money (published in 1949) is a complement to 
‘income ’. It presents on a ‘ popular’ level the ideas contained in 
Employment and Equilibrium. 


(22) Keynes’ General Theory—A Retrospective View (published 
in 1950) comprises of two lectures delivered in Cambridge in November 
1949 at the request of the Faculty Board of Economics and Politics. 
In this connection one might remember that immediately after Keynes ’ 
book was published, Pigou wrote a bitter review about it in Economica 
(1936) largely to defend Marshall. Keynes’ General Theory—A Retro- 
spect presents in a nutshell Pigou’s mature observations on the General 
Theory. Emphasising the relationship between velocity and interest 
rate, Pigou shows that the income velocity of money is an increasing 
function of the rate of interest. Pigou shows how Keynes’ approach 
is similar to that of Marshall. Pigou appreciates Keynes ’ assumption 
of treating the money rate of wages as given for short-period economics. 
Keynes also treats the quantity of money as given. Marshall on the 
other hand postulated that the equilibrium employment is equal to the 
available labour force. The quantity of employment and the general 
price level are treated as constants in Marshall. Pigou again shows 
how the low level stationary state is a remote possibility. Pigou 
maintains that the quantity of investment is not in any degree on 
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increasing function of current consumption as between short period 
equilibrium situations. Pigou concludes that both Marshall and 
Keynes dealt only with tendencies. ‘‘ These are very serious limita- 
tions—limitations of which it is specially proper to remind ourselves 
when attempts are made to apply Keynes’ apparatus directly to the 
solution of practical problems. This is in no sense to ‘ attack ’ Keynes 
or to decry his achievement. When a man has devised a new way of 
tackling an unclimbed mountain, we may, indeed, regret that this way 
has not led him to the top. But for the effort which has advanced him 
towards the top nothing is due but praise. In my original review- 
article on the General Theory I failed to grasp its significance and did 
not assign to Keynes the credit due for it. Nobody before him, so far 
as I knew, had brought all the relevant factors, real and monetary at 
once, together in a single formal scheme, through which their interplay 
could be coherently investigated. His doing this does not, to my mind, 
constitute a revolution. Only if we accepted the myth—as I regard 
it—that earlier economists ignored the part played by money, and, 
even when discussing fluctuations in employment, tacitly assumed 
that there weren’t any, would that word be appropriate. I should 
say, rather that, in setting out and developing his fundamental concep- 
tion, Keynes made a very important, original and valuable addition 
to the armoury of economic analysis. Any economist afterwards 
elaborating or refining on that conception is, so far, a follower of Keynes. 
All economists, whether followers or not, owe to the stimulus to thought 
which his book gave, even to the controversies that it aroused, a very 
great debt.”’ This book is a tribute to Keynes—and to Pigou. 











(23) In Alfred Marshall and Current Thought (published in 1952) 
containing the Marshall lectures in the University of Cambridge for 
1952, Pigou examines the leading ideas of Marshallian economics. In 
the section on the Rate of Interest, Pigou while agreeing with Marshall 
on his vision of long-period economics, accepts the validity of Keynes’ 
criticism of Marshall in the analysis of the short-period. Pigou agrees 
that Keynes ’ analysis is superior in this respect. Keynes treats money 
wages as rigid and criticizes Marshall for assuming the proportion of 
available labour at work as constant. The section on Utilities defends 
Marshall’s approach in regard to Utility theory. 


(24) Essays in Economics (published in 1952) there are 18 papers 
dealing with a number of current economic issues. This also contains 
a centenary paper upon ‘ J. S. Mill and the Wage Fund ’ (first published 
in E. J. July 1949). 
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(25) Income Revisited (published in 1955) is a revision of Income— 
An Introduction to Economics. There is a restatement of the central 
ideas of Pigou in this book. The problems of money, capital formation, 
social and private gains, monopoly, and distribution are dealt with in 
this book. 


Besides the above, Pigou was a frequent contributor to the leading 
economic journals. Not all of his articles were reproduced in book 
form. For example, the famous paper on “ The Classical Stationary 
State ” in E. J. “‘ Some Aspects of Welfare Economics ”’ in A.Z.R. 1951, 
and ‘‘ Real Income and Welfare” O.E.P. 1951. Pigou also edited 
““Memorials of Alfred Marshall” (1925). 


Pigow and Welfare Economics 


Pigou’s life work encompasses the whole range of economic science. 
He was a great tool maker as well as a tool user. He conducted several 
piece meal studies of a host of particular issues. Besides he also presented 
synthetic approaches to several aggregative problems. He opened up 
whole new branches of subject-matter. At the same time most of 
what he thought had an intimate significance upon economic well-being. 
The six great classics which he wrote have become part of the perma- 
nent stock of economic knowledge. 


The Economics of Welfare* is considered by many as the greatest 
work of Pigou. It was the first full-bodied treatise on the science of 
economic policy. The leading classical volumes on Economics devoted 
only a small portion of their work to a discussion of the practical impli- 
cations of the pure theory of the economic mechanism. This portion 
consisted lagely of an examination of the various aspects in which the 
system of laissez faire required modifications. Sidgwick in his Principles 
devoted more attention to these problems than was the vogue of the 
day ; he brought to the forefront the problem of divergences between 
private and social interests, Besides, he accepted the principle of 
diminishing marginal utility of income. Sidgwick’s work opened up 
a vast possibility of analysis. Marshall, however, sought to free the 
science of well-being from dependence upon the ethics of utilitarianism. 
He wanted to evolve an apparatus which could quantify the various 
issues of economic well-being. Being deeply troubled by the welfare 
implications of the principles of resource allocation developed in the 
classical writings, he levelled three main objections against the system 


* Vide, Myint—Theories of Welfare Economics ; and also Studies in the Eco- 
— of Welfare Mazimization by P. R. Brahmananda, Bombay University Press, 
ombay. 
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of economic freedom:(a) Under conditions of increasing returns, 
aggregate satisfactions might be increased by an appropriate system of 
taxes and subsidies ; (b) The economic situation might be capable of 
multiple positions of equilibrium ; (c) The marginal utility of income 
was not independent of the size of an individual’s income and hence 
would tend to differ as between the rich and the poor. Marshall deve- 
loped the concept of consumers ’ and producers ’. surpluses and substi- 
tuted the maximisation of net consumers’ and producers’ surplus as 
the goal of community action in piace of the quasi-physical criteria of 
aggregate or per capita income. Marshall suggested that many courses 
of action in economics would affect different individuals in similar 
proportion; hence, within limits, differences in aggregate money 
measures of satisfactions would indicate the relative superiority of 
different courses of action. Marshall could not, howerver, develop 
a full-fledged theory of the economics of welfare. This was left for 
Pigou who combined the contributions of Sidgwick and Marshall and 
evolved an all-comprehensive framework of the science of welfare. 
In this process, Pigou, however, did not follow Marshall very closely. 
He reintroduced the criteria of national and per capita income as indi- 
cators of welfare. Besides, he preferred to accept market prices as 
indicators of the relative utilities of different commodities. He went 
some steps further than Marshall in working out a case for equitable 
distribution of incomes on the ground of the law of diminishing marginal 
utility of real incomes. Pigou’s framework of welfare analysis was 
largely from the angle of producers as pivotal agents in the process of 
resource allocation. Pigou, here, sought to build a general equilibrium 
approach towards economic welfare. The powerful tools he evolved 
in this connection, i.e. marginal private net product and marginal social 
net product, have now become common place in economic text-books, 
These concepts are also today used in matters concerning economic 
development. 


Recent years have witnessed high-powered of discussions regarding 
the foundations of welfare economics. The approach of these writings 
has tended to be somewhat different from that of Pigou. 1t is from the 
consumers’ end that the different problems are being looked at. Issues 
concerning inter-personal comparisons of utility have come again to 
the forefront. Pigou returned to this issue in 1951 (The State of 
Welfare Economics, AER, 1954 and Alfred Marshall and Current 
Thought, 1954).. Here Pigou took the position that inter-personal 
comparisons of utility have to be made. To deny the possibility of 
such comparisions would be to wreck not merely welfare economics but 
the whole apparatus of practical thought. Pigou noted how Marshall’s 
utility theory, emphasizing as it does the importance of the money 
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measure as an indicator of relative strengths, had operational signi- 
ficance. Yet, Pigou noted how in matters in which different groups 
could be affected in different proportions, some criteria of comparison 
other than money has to be sought. This in fact is the basic unsolved 
question in welfare economics, It would be difficult to establish from 
within economics a criteria by which equivalence scales in respect of 
the marginal utilities of different income groups can be derived. The 
Marshall-Pigou apparatus in its essence would remain unimpaired if 
the alternatives affect different groups in equal proportions. To the 
extent that they do not do so, some system of equivalence is necessary. 
It is here that welfare economics seeks guidance from elsewhere. 
Various policy measures could be formulated under varying assumptions 
regarding equivalence scales. Yet, it is true that in many economic 
policy issues discussions regarding distribution can be free from discus- 
sions regarding production. In building an adequate theory of welfare, 
one must remember that the amount of actual or potential compen- 
sation is itself governed by our assumptions regarding equivalence 
ratios. It is thus that money income cannot itself be a criteria in this 
respect. One can broadly visualise three sets of choices in regard 
to economic policy : (i) Choices in policy in which the different courses 
of action affect different individuals similarly ; (ii) Choices in which 
different individuals are affected dissimilarly ; yet it is possible to 
arrive at some measure of agreement regarding equivalence ratios ; 
and (iii) Policy issues in which different measures affect different groups 
in dissimilar proportion and it is not possible to arrive at any common 
measure of agreement in regard to equivalence ratios. It is obvious 
that many economic policy issues would fall under the category of 
(i) and (ii). Thus, there is a large scope of work for welfare economics 
provided one can disaggregate the effects of different policies. It is 
in this respect that there is considerable scope yet for the traditional 
welfare economics of Marshall and Pigou. 


The Short-period System of Pigou 


Pigou’s position in regard to short period aggregative economics 
can be described as follows : 


(1) Unlike previous classical writers, Pigou does not accept the 
existence of automatic factors in the short period to bring about full 
employment. Pigou, thus, recognises the possibility of unemployment 
in the short period. However, the unemployment which he considers 
is specially due to cyclical reasons. From the analytical point of view, 
Pigou was among the earliest of modern economists to recognise the 
implications of rigid money wage rates. He accepted variations in 
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money wage rates as active short period adjustment factors only for 
the 19th century. In this respect, Pigou made an advance upon the 
approach of Marshall, who tended to ignore the possibility of un- 
employment in the short period. If money wage rates are actually 
rigid, then, fluctuations in investment demand would be reflected in 
fluctuations in employment. Pigou believed that during the classical 
period unemployment was insignificant if we take both booms and 
depressions together. Pigou argued that to the extent the trade unions 
were intransigent, some unemployment would emerge. Given the 
investment demand schedule, downward flexibility in money wage 
rates would imply higher volumes of employment in investment as 
well as in consumption. 


(2) There was one qualification that the interest rate should be 
flexible downwards. To the extent that interest rates were inflexible 
downwards, money wage flexibility would not lead to increases in 
employment and income. However, an alternative route was visualised 
by him in this connection. Othér conditions equal, the lower the level 
of money wage rates, the lower the level of prices. The lower the 
level of prices, the larger the real value of liquid balances. The larger 
the real value of liquid balances, the larger the demand for consumption. 
The above mechanism, known as the ‘ Pigou Effect’, theoretically points 
out a way towards equilibrium at higher levels of employment. In this 
respect, the full implications of the Pigou effect have been reaped in 
the writings of Patinkin who re-worked monetary theory by introducing 
the real balance factor at each stage. 


(3) Pigou did not agree with the relatively neutral role assigned 
to monetary policy in classical economics. Pigou’s analysis extends the 
cash balances approach to its logical conclusions. Pigou accepted the 
possibility of money being hoarded i.e. neither being spent on consumer 
goods nor on investment goods. As a result, the income velocity of 
money would be reduced. Hence, with given money wage rates, employ- 
ment and money income would fall. Largely under the influence of 
Robertson, Pigou recognised the positive role played by monetary 
authorities in aggravating a boom. He also realised that banking autho- 
rities could be undertaking measures which could end null and void 
the savings decisions of income receivers. He emphasized also the 
possibility of a more active role being played by banking policy which 
would tend to neutralise some of the consequences arising out of hoarding. 


(4) Pigou accepted the position that under certain conditions, 
decisions to save might lead to reduced incomes, i.e. assuming that the 
level of money wage rates in constant. In this connection, he took 
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into account the effects of the scale of activity upon the volume of 
savings. In Pigou’s neo-classical framework, savings would not only 
be a function of the rate of interest but also of the volume of income. 
Another factor which he emphasised was the distribution of income 
between wage earners and non-wage earners. The broad conclusion 
is that if we accept the scale of activity as well as the distribution of 
income between non-wage earners and wage earners as variables in the 
short period, higher levels of investment demand would entail a lower 
level of interest than would be the case otherwise. Thus it might be 
noted that the classical position undergoes a change. or rather, an 
improvement. 


(5) In later writings, Pigou noted how the effects of reduction 
in money wage rates would be similar to a downward shift in the 
liquidity- preference schedule. Pigou preferred, however, to operate 
in terms of the income velocity of money. On the surface, it is possible 
to reach similar conclusions either through the Pigouvian or through 
the Keynesian route. One fact that has to be noted, however, here is 
that Pigou was all along sceptical of the effect of money wage reductions 
under conditions in which the state of confidence of the investors was 
weak. 


(6) Whereas Pigou visualised the possibility of short period 
unemployment, he ruled out the immanence of secular stagnation 
or the day of doom. This was largely because of the strength of the 
real balance effect in the long run adjustment process of the economy. 


Differences between Keynes and Pigou 


It would be however unfair to Pigou to assume that his post- 
General Theory writings reflected in essence the acceptance of the 
Keynesian approach. Apart from the question of money wage rates, 
there are vital differences between the two writers particularly in 
respect of the understanding of the mechanism. A brief idea of the 
above is outlined here. 


(1) A fall in money wage rates in Pigou leads to an increase in 
employment and real income : with an increase in real income there is 
a downward shift of the savings schedule : this leads to a reduction 
in the rate of interest : a reduction in the rate of interest entails a 
decrease in the income velocity of money : a decrease in the income 
velocity of money implies a reduction in aggregate money incomes or in 
other words a downward shift of the money demand schedule for labour. 
A fall in money wage rates in Keynes leads to a reduction in money 
incomes: this entails a downward shift of the liquidity preference 
schedule : this implies a reduction in the rate of interest: a reduction 
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in the rate of interest leads to an increase in the amount of investment : 
an increase in the amount of investment leads to an increase in employ- 
ment and real income via the multiplier. 


(2) An increase in money supply in Pigou leads to an increase in 
investment : an increase in investment entails a fall in the interest 
rate : a fall in the interest rate entails a reduced income velocity of 
money : a reduced income velocity of money entails a downward shift 
in the money demand schedule for labour. Other conditions equal 
money incomes would expand, for though the income velocity of money 
is reduced, the quantity of money has been increased. There would be 
a tendency for the price level to rise. An increase in money supply 
in Keynes leads to a fall in the rate of interest : a fall in the rate of 
interest leads to an increase in the amount of investment : an increase 
in the amount of investment leads to an increase in employment and 
real income. 


(3) A rise in thriftiness in Pigou leads to a fall in the rate of 
interest and an increase in the amount of investment : the fall in the 
rate of interest entails a lower income velocity of money : hence money 
incomes are reduced as a result of downward shift in the money demand 
schedule for labour. A rise in thriftiness in Keynes leads to a fall in 
employment and real income via the multiplier : a fall in income leads 
to a reduction in the interest rate. 


(4) A rise in the investment demand schedule in Pigou leads to 
a rise in the rate of interest : a rise in the rate of interest leads to an 
increase in velocity and hence an increase in money incomes or an 
upward shift in the money demand schedule for labour. A rise in 
investment demand schedule in Keynes leads to an increase in employ- 
ment and real income via the multiplier : the increase in income leads 
to a rise in the rate of interest. 


(5) A rise in velocity in Pigou leads to an increase in money in- 
comes as also real income and employment: the increase in real income 
leads to a downward shift in the savings schedule, as a result, the 
interest rate is reduced. A rise in velocity in Keynes leads to a fall in 
the rete of interest : this leads to an increase in the amoung of invest- 
ment and hence via the multiplier in employment and real income. 


What are the distinctive features of the Keynesian theory ? 
First, Keynes introduces the possibility of perfect elasticity in the 
demand for money at a lower interest rate. The rate of interest becomes 
insensitive to variations in the quantity of money after a particular 
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stage. Second, Keynes at some stages in his argument argues that the 
investment demand schedule is interest-inelastic. Third, Keynes 
denies the direct influence of shifts in savings and investment schedules 
upon the rate of interest. An upward shift in the investment schedule 
leads to a rise in the rate of interest but because income have arisen. 
A downward shift in the savings schedule leads to a reduction in the 
rate of interest again because incomes have fallen. Thus Keynes not 
merely denies the unimportance of the relationship between interest 
and consumption but also assumes that the savings and investment 
schedules determine only the level of incomes and not the rate of 
interest. Fourth, Keynes devises what he calls purely monetary theory 
of the rate of interest. The choice for a money holder is that between 
holding money or purchasing a bond. The decision to save is not 
brought in the picture at all ; what is important is the decision to hoard 
or not to hoard. 


In his post-General Theory writings Pigou modifies neo-classical 
theory to take into account changes in income as a factor affecting the 
savings schedule. But the rate of interest in this version equilibriates 
at the margin the decision to consume, the decision to hold money and 
the decision to save (and invest). Pigou assumes that changes in real 
income have a negligible impact upon the income velocity of money. 


Pigou’s Social Philosophy 


Pigou accepted the assumption of diminishing marginal utility 
of income and hence made out a strong case for a more equitable distri- 
bution of income. Pigou believed in strict regulation of monopolies 
though he was among the earliest of economists to point out the superi- 
ority of monoplies from the welfare point of view in the case of certain 
indivisible investments. In the “ Economics of Welfare ’’ he worked 
out a systematic case for State intervention with a view to increasing 
the efficiency of resource allocation. As Colin Clark points out, Pigou 
carries the Marshallian position on increasing returns to its logical 
extreme. Under conditions of increasing returns, State intervention, 
and sometimes nationalisation, may be necessary to obtain the best 
possible allocation of resoures. In essence, Pigou accepted the need 
of the market mechanism and the pricing system. He suggested 
various taxes and subsidies with a view to making the allocation of 
resources as optimal as possible. It was Pigou who developed the idea 
of divergences between private returns and social returns. Pigou’s 
value presuppositions were very much close to those of Marshall, 
though Pigou does not appear to have emphasized the efficiency aspects 
of an increasing degree of State intervention as much as Marshall did. 
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Pigou again appears to have under-empasized the practical limitations 
of many of his propositions. The following paragraph taken from 
“Socialism Versus Capitalism ” presents a picture of Pigou’s values in 
regard to economic institutions: 


“If then, it were in the writer’s power to direct his country’s destiny, 
he would accept, for the time being, the general structure of capitalism ; but 
he would modify it gradually. He would use the weapon of graduated death 
duties and graduated income tax, not merely as instruments of revenue, but 
with the deliberate purpose of diminishing the glaring inequalities of fortune 
and opportunity which deface our present civilization. He would take a 
leaf from the book of Soviet Russia and remember that the most important 
investment of all is investment in the health, intelligence and character of 
the people. To advocate “‘ economy ” in this field would, under his govern- 
ment, be a criminal offence. All industries affected with a public interest, 
or capable of wielding monopoly power, he would subject at least to public 
supervision and control. Some of them, certainly the manufacture of arma- 
ments, probably the coal industry, possibly the railways, he would nationalise, 
not, of course, on the pattern of the Post Office, but through public boards or 
commissions. The Bank of England he would make in name—what it is 
already in effect—a public institution ; with instructions to use its power to 
mitigate, so far as may be, violent fluctuations in industry and employment. 
If all went well, further steps towards nationalisation of important industries 
would be taken by degrees. In controlling and developing these nationalised 
industries, the central government would inevitably need to ** plan ’’ an appro- 
priate allocation for a large part of the country’s annual investment in new 
capital. When these things had been accomplished, the writer would consider 
his period of office at an end, and would surrender the reins of government. 
In his political testament he would recommend his successor also to follow the 
path of gradualness—to mould and transform, not violently to uproot; but 
he would add, in large capitals, a final sentence, that gradualness implies action, 
and is not a polite name for standing still.” (Socialism Versus Capitalism 
by A. C. Pigou, pp. 137-139). 


In fairness to Pigou, it must be said that he never allowed differences 
in values to come in the way of the economic analysis of various pro- 
blems. 


As already noted, in the monetary-fiscal area Pigou had moved 
miles away from the position held by the classical economists. He 
believed in an active monetary policy which tended to counteract 
the effects of changes in ‘liquidity preference’. Pigou accepted the 
need of public works during periods when economic activity was very 
much in the slack. Although he emphasized the possibility of compen- 
sating adjustments under conditions in which money wage rates are 
flexible, he realised that in the short-period money wage rates would 
tend to be rigid, and hence, other forms of action were necessary. 
Pigou had great faith in the beneficial influence of improvement in 
knowledge and in the degree of mobility. In the reforms he put forth 
for tax changes, he tended to emphasize the importance of saving. 
Even in the “ Economics of Welfare ’’, he held the view that the public 
had a propensity to undervalue perspectively the future as compared 
to the present. He believed that some institutional discrimination 
in favour of saving would be a healthy step. 
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One might also note here that in regard to the possible line of 
attack on the problem of unemployment, Pigou’s position was very 
much similar to that of Keynes, when once the assumption regarding 
the flexibility of money wage rates is considered as impractical. Pigou, 
however, did not believe in continued State intervention as a perma- 
nent necessity in the light of the possibility of secular stagnation. 
Pigou did not believe in the immanence of secular stagnation. 


The modern Welfare State must remember Pigou with great 
gratitude ; for it was Pigou who first postulated the theoretical possi- 
bility of an economic system working with the objective of maximiza- 
tion of economic welfare. Again it was Pigou who worked out in 
detail the forms in which state intervention would have to be under- 
taken, granted the above objective. Pigou also examined in detail 
the working of various State institutions i.e. the relationship between 
labour and capital, effects of monopoly on resource allocation, the 
effects of various forms of unemployment insurance, the effects of 
different types of taxes upon resource allocation etc. , 


Conclusion 


Among many economists the common impression is that whereas 
Pigou was undoubtedly one of the great economists of all times, Keynes 
however, was the greater of the two and obtained the richer prizes in 
the world of achievement. There are considerable similarities in the 
lives of both Pigou and Keynes. Both were amongst Marshall’s 
dearest students and were immensely influenced in the formative period 
of their lives by his personality and teachings. Both of them had brilli- 
ant academic careers. Both spent a good portion of their earlier lives in 
teaching and interpreting Marshall’s ideas. Both excelled in the art 
of impassioned oratory. Both had widespread interests in mathematics, 
ethics, philosophy and poetry. Both were deeply immersed in the 
analysis of the problems of the day. Both their minds responded 
quickly to the challenges of the economic problems of the day. The 
period of Pigou encompassed two World wars, one major boom, and 
one world-shattering depression. It also witnessed a major practical 
movement towards the welfare state and saw the emergence of the idea 
of economic planning. Pigou was always at work on the economic pro- 
blems of the day and poured forth continuously pamphlets and tomes. 
The beginning of the century finds him examining the question of 
relevance of protection to Britain and the pros and cons of Imperial 
Preference. During World War I, Pigou examined the problem of 
mobilisation of resources for war. Thereafter, the post-War I depres- 
sion finds Pigou absorbed in the analysis of unemployment. During 
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the 20’s Pigou concentrated on the problems of industrial fluctuations ; 
in this connection he raised fundamental questions in regard to monetary 
and banking policies. The events of the great slump brought forth 
from him a full-bodied treatise on unemployment. Keynes’ ‘ General 
Theory’ challenged orthodox economics and subjected Pigou particular- 
ly to much damaging criticism. Pigou took up the gauntlet and replied 
through a parallel framework in “ Employment and Equilibrium ”, 
in which he made Keynes ’ theory a special case. Pigou was equal to 
Keynes in the matter of quick mental responses to economic problems. 
Nor were there deep divergences in the social philosophies of Pigou and 
Keynes. Pigou made out a systematic case for State intervention 
in order to improve economic betterment. He was also in favour of 
appropriate monetary and banking policies as well as fiscal action during 
periods of unemployment and deflation. He was a stong proponent 
of the movement towards a more equitable distribution of wealth and 
incomes, 


But then why did not Pigou’s personality evoke as much response 
as Keynes’ did. Pigou certainly had a complete understanding of the 
inter-relationships of the economic system. Yet Pigou was not as 
directly interested in economic policy as Keynes was. Moreover, 
Pigou preferred to deal with ideas rather than men. Like Art, his 
personality lay in concealing it. He shied from the concrete world 
of money and the capital markets. He preferred to approach the 
concrete world through the route of abstract thought. Moreover, 
Pigou had a mind which visualised an encyclopedic range of analytical 
possibilities. Whereas Keynes searched for a general theory of reality 
Pigou did not believe in the reality of a general theory. Again, Pigou 
eschewed all forms of ornamentation in writing. He refused to amuse 
himself (or others) by finding faults in the writings of fellow-economists. 
He just ignored their deficiencies. As he grew older, he became half 
ashamed of even impassioned writing. His method of writing tended to 
be as precise as humanly possible. He never allowed himself the 
luxury of exciting obiter dicta. There are hardly any digressions in 
his writings. Unlike Marshall, Pigou did not believe in the smoke 
screen of economics made easy. Yet at each stage he devoted meti- 
culous pains to presenting his ideas in a form intelligible to the layman. 


Pigou represents the supreme triumph of the human spirit over 
human frailty. While young he set himself the mission of a single- 
minded pursuit of truth. Throughout his life, he never deviated from 
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this purpose. Within himself he symbolised the best and the highest 
in the human personality. He was more Lamp than Man; and more 
Glow than Lamp. Though the man is dead and the lamp snuffed out, 
the glow continues to throw light forever. Of him can it be truly said. 


** One who never turned his back but marched 
breast forward, 
Never doubted clouds would break, 
Never dreamed, though right were worsted, 
wrong would triumph, 
Held we fall to rise, are baffled to fight better 
Sleep to wake 


No, at noonday in the bustle of man’s worktime 
Greet the unseen with a cheer! 
Bid him forward, breast and back as either 
should be, 
“Strive and thrive!" cry ‘* Speed,—fight 
on, fare ever 
There as here!” 


Bombay P. R. BRAHMANAND 











REVIEWS 


Studies in Economic Development. By ALFRED Bonne. (London: 
Routledge and Kegan Paul Ltd., 1957, pp. x -+294-32s.). 


Ir this book had appeared 10 years earlier it would have been a contribu- 
tion to the very rapidly growing study of economic growth or develop- 
ment. Coming today one can simply say that it provides a collection 
of data, possibly not otherwise readily available; but its theoretical 
contributions are at most minor, and have been made previously to a 
great extent by other and better writers, in almost all areas in which the 
author formulates a theory. Furthermore some of its approaches and 
methods, while of value in 1948, now suffer from a broadness and crudity 
that ten years’ further research in this entire field suggests is unjustified 
and unwarranted. 


While one agrees broadly with the author’s major and far from 
startling conclusion, that the state must play a more important role 
in the development of the underdeveloped areas of Asia and India 
than was necessary in the West, this is supported by generalizations 
which are in fact, at this stage of research, more in the nature of un- 
supported clichés. One of these cliches is the lack of entrepreneurship 
in the underdeveloped countries—with exceptions for a few social 
groups. This is applied specifically to a country—India—which the 
reviewer knows somewhat. On page 71 the author lists names such as 
“Tata, Sassoon and Birla’’ (Sassoon of course was not Indian) and 
groups like the “‘ Parsees, Marwarees and Jains” as exception to the 
general lack of entrepreneurship. But closer examination of the Indian 
development since 1950 would have shown the author that not only 
these groups but the Punjabis in the north and west, the Chettiars and 
Naidus in the South, Brahmins in many areas, the Gujeratis and Maha- 
rashtrians in Bombay, as well as other groups are moving into industry; 
and not only into large scale plants, but into many small-scale manu- 
facturing enterprises. Furthermore at the end (p. 265-8) in an appen- 
dix the author advances the further cliché that since the Hindu religion 
discourages interest ‘“‘in this world ’’ and its improvement, it has ham- 
pered Indian economic growth. This may be a Brahmin ideal expressed 
in the Gita (referred to by the author) but in practice the Hindu religion 
encourages all types of normal wordly activities for the other far more 
numerous groups in society ; and Gandhi himself interpreted the Gita 
as a guide to an active life in this world. This point has already been 
well developed by Professor Milton Singer of Chicago University in an 
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article entitled ‘“‘ Cultural Values in India’s Economic Development ”!— 
and it is unfortunate that the author was unaware of it. Again, Bailey’s 
recent book ‘‘ Caste and the Economic Frontier ’’ shows how even in a 
rural area of Orissa economic change has been taking place over the 
past century in response to economic incentives—it is time that this 
*‘ otherwordly ” cliché was discarded in the face of evidence to the 
contrary. The reasons for the failure of economic growth in India are 
best explained on economic, political or social facts in that country or 
in its relations with Great Britain—and not by such factors as “ lack 
of entrepreneurial ability,” or religious motivations. Furthermore in 
policy terms, there are strong grounds in India for increasing incentives 
to smaller industrialists and for other groups to move into industry 
while removing the numerous barriers which make such entry or growth 
difficult. This should ofcourse be accompanied by state action in 
many spheres—but it would be incorrect to assume that the state is the 
only way to economic growth in India. Since the author is so incorrect 
for India, his greater accuracy for other countries must be proved. 


The author also derives a global estimate for foreign economic 
aid required for economic growth by using overall capital-output ratios 


for all the countries in relation to the desired increase in income; and 
by applying overall investment per worker estimates. This may have 
been justified by lack of data when the United Nations group carried out 
this type-of projection ; it is much less acceptable now when more data 
are available, when we know the difficulties of simply applying Western 
capital-output ratios to other countries, when we know the problems of 
working with the ratios, and when the whole question of developing 
a range of techniques which are suitable for the factor endowments of 
the underdeveloped countries is being explored. While granting the 
author’s point of the importance of economic aid from the developed to 
the underdeveloped countries, one wishes that at this stage it were 
supported by both more sophisticated arguments, and by arguments 
suited to the peculiarities of the countries concerned, rather than by 
those used in this book. 


The author rightly lays stress on the political problems in the 
underdeveloped countries, and the possible conflicts over goals between 
dominant large land-owning groups and other sectors within a society. 
But this point also has been made by other writers in earlier books. 


1 In the Annals of the American Academy of Political and Social Science, May 
1956. 
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These are a few examples relevant to my major criticism of the 
book’s lack of originality. There are other smaller criticisms which 
might be made, which reflect a theoretical looseness—for example the 
confusing treatment of Japan—in some places “ underdeveloped ”’ ; 
in others “ semi-developed.” There is a strong ground for considering 
it ‘ developed ’ in the reviewer's mind. Thus, this book would have beer. 
of some value at a much earlier stage of the discussion of development; 
at present, while many of the points made are broadly acceptable, they 
are presented in such a crude way as to add little to either the substantive 
subject-matter, to the theoretical under-pinning, or to the policy re- 
commendations with regard to underdeveloped areas. It is useful how- 
ever for its collection of material which may not be otherwise readily 
available. 


Bombay GEORGE RosEN 


Charting Manual : (Central Statistical Organization, 1958, p. 69). 


Tuts handy manual deals with a problem faced by all those who employ 
statistics in one form or another. The effective use of statistics depends 
considerably on the manner of their presentation. This book attempts 
to outline the basic principles which have to be mastered to produce an 
elegant and effective chart. The manual deals in_ successive 
chapters with the different types of charts, their layout and scales, the 
equipment required by the artist, drawing and colour techniques and 
different methods of reproducing the original chart. The relative ad- 
vantages and disadvantages of the different types of charts are dis- 
cussed at considerable length. The equipment required by the artist is 
also described in great detail. The book gives many practical hints 
which come in handy in the execution of a chart. The book is full of 
good diagrams and charts while the printing leaves much to be desired. 
This book will help those who use statistics to use it in a more effective 
way. 


Bombay J. C. Rao 


New Dimensions in Collective Bargaining. Edited by M. W. Davey, 
H. S. Kaltenborn and S. M. Ruttenberg. (New York: Harper & 
Brothers, 1959. pp. 208, $ 3-50). 


Since the end of the Second World War, labour-management relations 
in the United States have been seriously affected by such important but 
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diverse events as the merger of AFL and CIO, the accelerated pace of 
technological change, and the Taft-Hartley Act of 1947. In order to 
understand fully the significance of these events ,in contemporary 
collective bargaining, the Industrial Relations Research Association 
selected a few problem areas in this field and requested nine experts 
in labour-managemet relations to study the current significance and the 
far-reaching effects of collective bargaining in the particular aspects 
assigned to them. The experts put in original research in their contribu- 
tions, and liberally documented them with relevant policy statements 
from both union and management spokesmen. The result has been a 
highly valuable, well-documented piece of original research, highlighting 
the new dimensions of collective bargaining in labour management rela- 
tions in the U.S.A. 


Though the book has been written on the background of the highly 
developed industrial and labour conditions of the U.S.A., some of its 
findings and suggestions are useful to us. For example, discussing 
about the jurisdictional developments in organised labour, Kahn 
concludes that the AFL-CIO merger would now minimise the inter- 
union conflicts and such undesirable practices as “ reading ” the mem- 
bership of other unions. In India, the lack of trade union unity, result- 
ing in rivalry and multiplicity of unions, has been responsible for many 
ills. Our troubles could be minimized even if we accept the principle 
of “‘one union one industry.”” In another article, Aronson studies the 
challenge thrown by automation to collective bargaining. In India we 
have to study this aspect in a minor form, because collective bargaining 
is being influenced by industrial and technological change in the form 
of nationalisation. Similarly, the chapters explaining the impact on 
collective bargaining of such factors as social security, long-term con- 
tracts and public policy have some lessons for students of Indian labour 
problems. However, the most important lesson, we can learn from 
this book, is the fact that some University Professors have made a 
valuable contribution to labour problems. All the nine contributors 
are drawn from American Universities. It is high time that the social 
scientists in our Universities follow this example and make similar 
contributions to industrial relations research in this country. At 
present,industrial relations in India are static and strained, and the two 
parties look to each other with mistrust and suspicion. The University 
Professors, with their objective attitude and intellectual attainments, 
can remove the suspicion and contribute to the establishment of stable, 
peaceful, intelligent and constructive relationship between the employ- 
ers and the employees. 


Bombay S. D. PUNEKAR 
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Development and Working of the Indian Constitution. By RAJNARAIN 
Gupta and R. N. Matuur. (Allahabad: Kitab Mahal, p. 504, 
Rs. 7-50). 


‘** AMONG ruminant animals, writers on Indian affairs form a special 
class ; some refreshing exceptions apart, they chew over and over again 
the cud of Royal Commissions, Tariff Enquiries, Gazetteers and the like. 
However, rich the original material, nutritional returns soon diminish.” 
These were the words with which Professor Spate began his classic on 
India and Pakistan. And Professor Spate ought to know. The 
authors of the book on the Development and Working of the Indian 
Constitution form a special class within the special class mentioned by 
Professor Spate. For a greater part of the first half of the book is a bad 
summary of G. N. Singh’s overaged text-book, the Montford and Simon 
Reports. It is a model of how a book on the development of the 
Constitution.of India ought not to be written. It must be accepted 
that the Constitutional history of India is no romantic subject. It is 
made soulless and further heavy by the chapters in the first half of the 
book, bristling with spelling mistakes, debatable statements and points 
of view which are purely jingoist. Edwin Montagu is given an un- 
necessary additional ‘‘e”’ throughout the book. Sir William Lee-Warner 
becomes Sir William Warner in an entirely superfluous chapter on the 
integration of the States. 


Here are a few egregious things from the book : 


On page 21, a quotation figures. The quotation is from “ Keith 
cited in Ilbert’s Government of India pp. 54-55.” Tlbert’s book precedes 
that of Keith by nearly 40 years and to quote an unpublished book 
requires mystic powers which were beyond Sir Courtenay Ilbert. In 
any case, on referring to the relevant pages the quotation is not trace- 
able! Writing of the Act of 1773, the authors write (on p. 25): “‘ The 
Act created a double government in India.” The impression one gets on 
reading the paragraph is that the Board of Directors and the Council of 
the Governor General were both situated in India. A debatable state- 
ment like the following in a text book which will be accepted as gospel 
truth by many students cannot only mislead students, but positively 
make their historical perspective awry. ‘‘ Modern research has, how- 
ever, established the truth that the revolt (of 1857) was a national 
liberation movement ; it covered a very wide area and the mutineers 
were helped by the civil population throughout the length and breadth 
of the country.’ No authority is quoted for this. On page 50 the 
authors mention that Raja Ram Mohan Roy lived between the years 
1861 and 1892! Every schoolboy knows the dates of Raja Ram Mohan 
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Roy. The authors quote Sir Henry Cotton to prove that the parti- 
tion of Bengal was not done for any administrative reasons but to 
destroy the political consciousness of the patriotic spirit of the people of 
Bengal. One can quote equally weighty authorities to prove the oppo- 
‘site point. Of the II Round Table conference the authors write “* This 
conference failed to solve the communal tangle because of the un- 
compromising and obstinate attitude of the Indian communal leaders. 
Encouraged by the British Conservatives they put every obstacle in 
the way of a reasonable settlement of the communal problems.”” This 
is popular but not dispassionate history. Such statements require sub- 
stantiation. ‘‘ The plan of All-India Federation envisaged in the Act 
never came into operation due to the marked hostility towards it by all 
important sections of political opinion including the princes ”’ (p. 116). 
Was thie’ postponement of the Federation due only to these causes? 
On page 165 in a footnote a statement is made from Laski obviously 
with approval—which is not accepted by any serious student of poli- 
tical science. 


In discussing the present constitution the authors use phrases 
which are of little use when examined rigorously. India is a “ wholly 
written constitution ;” is it? It is “‘ Rigid and Flexible.” What is 
precisely meant by such a phrase? “...the Indian constitution cuts the 
via media between the American system of judicial supremacy and the 
British system of parliamentary supremacy.” (p. 270). So do Australia 
and Canada. Is “ judicial supremacy ”’ a peculiarity only of the U.S. 
constitution? In an exhaustive, exhausting book like this there is no 
mention of who the Chairman of the Rajya Sabha is. Yet there is a 
Section on the Vice-President! Of the British Speaker the authors 
write that in the Parliament “he is unanimously re-elected as long as he 
wishes to serve ’’—a practice which is not. followed today. According 
to the authors the Public Accounts Committee in India “ consists of 
15 members and its Chairman is usually a member of the opposition.” 
Surely, the professors know better than that! 


In view of what has been written in the previous paragraphs it is 
unnecessary to comment further on the book. It is the earnest prayer 
of the reviewer that no student should fall a victim to this book. 


Bombay R. SRINIVASAN 
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Strategy of Economic Development. “By ALBERT D. Hirscuman, Yale 
Studies in Economics. (New Haven: Yale University Press, 
1958, pp. xiii + 217, $ 4-50). 


THE late Dr. Raymond Pearl once remarked that a biologist studying 
the process of conception in human beings is so impressed by the several 
natural and biological obstacles to this process that he is amazed that 
conception occurs at all.1 Yet not only does this miracle occur 
everyday everywhere and so plentifully that it creates the problem of 
overpopulation! This paradox is often met with, in a slightly different 
form, when one studies literature on economic development in the past, 
present and the future. One is impressed by the factors, the attitudes 
and other prerequisites (whose list grows daily) that are said to be 
necessary for the successful initiation and continuation of economic 
development and yet once it does get underway, these seem to come 
along in the required degree and amount almost out of the blue. Some 
authors even argue that the very factors which are supposed to hinder 
growth in one country are sometimes found to promote it in another. 
The most important instance of this sort that comes to my mind is the 
argument of Levy regarding the contrasting factors in the economic 
development of China and Japan, where he argues that the absence of 
occupational and social mobility in Japan, contrasted with its presence 
in China, was responsible for Japan’s economic progress as against 
China’s stagnation.? Indeed, nothing succeeds like success ! 


The question still remains what makes for success and that is 
Hirschman’s quest. Hirschman finds that the discussion of economic 
development so far has been too much preoccupied with scarce factors 
and absence of attitudes that are necessary for economic development, 
with balanced growth, with equilibrium, etc. This is, in his opinion, a 
sterile approach because it leaves one with very little on which to base the 
strategy of economic development. On the other hand, if you see the 
process of past and present development more closely you find that the 
scarcity of strategic factors is very easily overcome and the necessary 
attitudes and skills are rapidly acquired as the process of development 
gets underway. One also finds that the doctrine of balanced growth is 
continuously and successfully ignored and so also is equilibrium. In 
fact, the economic development seems to feed on disequilibria and to 
follow a path along a chain of disequilibria rather than that along a 


1 Raymond Pearl, The Natural History of Population, Oxford University Press, 
London, 1939, p. 78. 

* Levy, Contrasting Factors in the Modernisation of China and Japan, in Eco- 
nomic Growth, Brazil, India, Japan, Duke University Press, 1955. 
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chain of equilibria as is usually assumed in modern dynamic models of 
growth. 


If one wants to break out of this rut, one must begin to look else- 
where for the prime mobile of economic development. Hirschman 
argues that countries “ fail to take advantage of their development 
potentials because, for reasons relating to their image of change, they 
find it difficult to take the decisions needed for development in the 
required number and at the required speed. The basic deficiency in 
organisation is, therefore, the main inducement mechanism which we 
must focus our attention on in this respect. We should really look for 
pressures and inducement mechanisms, that will elicit and mobilise the 
largest possible amount of the required resource. 


Hirschman finds that it is the ability to invest and to make the 
investment decisions, which is really the binding force which brings 
together all the factors and prerequisites of development and sets the 
process going. The ability and the incentives are strengthened by the 
tensions and pressures that the process itself generates so as to make it an 
on-rushing tide, if, of course, the other inhibiting factors are not power- 
ful to stem it. The strategy of economic development, is therefore, to 
choose those investments from among the many available that will 
generate the required types of pressures and sequences of development. 


Hirschman discusses, in this connection, the complementarity effect 
of investment, forward and backward linkage effects of investment, 
efficient sequence versus investment criteria, etc. And he argues that 
the best policy for promoting economic development would be to 
choose those investments that would have strong linkage effects. In 
this connection, he believes that the backward linkage effect is much 
more important than the forrward linkage effect and that this should be 
stressed. In this connection, he gives a very interesting table on 
pages 106-107 which give the forward and backward linkage effects 
of several industries based on the degree of inter-dependence of economic 
sectors in Italy, Japan and the U.S.A. All phenomena that build up 
pressures to push the economy in the direction of development receive 
his commendation. On this ground, he justifies the preoccupation of 
under-developed countries, with the development of heavy industries. 
It also enables him to discuss sympathetically the creative role of 
imports, inflation and population pressure. 


All this is very refreshing, well-directed and skillfully and often 
forcefully argued. All this needed to be said and Hirschman says it 
with admirable lucidity. But then where do we gofromhere? Hirsch- 
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man, towards the end, feels a little uneasy about the creative virtue he 
has bestowed on pressures, tensions and disequilibrium. He remarks 
that he is not unaware of the dangers and risks of the opposite sort that 
are inherent in them but that he is only concerned with stressing that 
they also play some constructive role. It is always possible to belabour 
an idea much more thanit can really bear and it is obvious that the view- 
point of Prof. Hirschman works satisfactorily in some but unsatisfactorily 
in others. His discussion of inflation and population pressures is 
possibly the weakest in the book and does not really sound convincing. 
On the other hand his discussion of the investment choice and invest- 
ment criteria is very incisive and pertinent. 


Hirschman begins his discussion by a reference to the anthropo- 
logical discussions and also ends on the same note. He remarks that the 
constructive role of pressures and tensions has been recognized by anthro- 
pologists only recently and he almost seems to say that it would also be 
good for the economists to do so. This is a sound plea and should be 
heeded but it opens up another question which perhaps is outside the 
economist’s domain. Hirschman discusses in his book mainly the 
pressures and tensions that are economic and only marginally other 
kinds of pressures such as political or social. It stands to reason that the 
pressures and tensions that lead to economic development may not be 
only economic and perhaps may be in certain lands and certain circum. 
stances only non-economic. Political pressures and tensions are an 
obvious case in point. The planning for economic development, it is 
now increasingly becoming clear, is more of a political process than an 
economic one. Political logic is more honoured than economic logic in 
making up the plans of economic development. Perhaps, a time has 
come to discuss the political cost of economic development. What 
influences motivations towards economic growth may thus not always be 
economic? A dedicated leadership, an enthusiasm for particular pro- 
grammes, educationl bias, and absence of inhibition in certain fields, all 
these are important and are perhaps more easily asked for than supplied. 
This merely underlines the fact that the prime mobile of economic 
development may perhaps lie outside the field covered by the economist. 


Professor Hirschman has performed a much needed task with force 
and skill by writing this stimulating little book. 


Poona .N. V. Sovanr 
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Economic Backwardness and Economic Growth, Studies in the Theory of 
Economic Development. By Harvey LEIBENSTEIN. (New York: 
John Wiley & Sons, 1957, Pp. xiv + 295). 


LEIBENSTEIN is at heart a curve-tamer (to borrow an eloquent term 
from Sir Dennis Robertson) and he makes no secret of it. He warns 
the reader at the outset (p. 6) that his book is quite frankly a venture in 
the art of speculation and that it is not an empirical one. He does not 
formally use much mathematics but his whole thinking and style are 
shot through with mathematical concepts, expressions, etc. The 50 
and odd diagrams used by him should not mislead anybody on this 
score. 


The 15 Chapters in this book are a series of closely related essays 
with “ the critical minimum effort” as the central theme and they are 
intended to add up to at least a partial theory of economic development— 
partial in the sense that certain aspects of the problem are not consi- 
dered explicitly (p. 5). In the first portion of the book the characteris- 
tics of densely populated underdeveloped economies are analysed and 
Leibenstein argues that they can be best understood in terms of “* quasi 
equilibrium.” The critical variable in them is per capita income and it 
has an equilibrium value though other variables in them may not have 
such values. As contrasted with this the developed economies are 
described as non-equilibrium systems in whom there is continuous 
secular growth. The “ extent and the nature of the stability of the 
actual or near equilibrium per capita income level” (p. 186) in under- 
developed countries becomes the major concern of Leibenstein’s analysis. 
Liebenstein then proceeds to develop his “ critical minimum effort ” 
thesis. The critical variable in the growth process is per capita income 
which must be increased sufficiently to break the quasi equilibrium of 
backward economies and to set them on the path of economic growth. 
The incentives, attitudes, etc. that are necessary for achieving increases 
in per capita income are partly or wholly induced by income increases. 
Leibenstein then examines the effect of population growth on per capita 
income and incorporates that important variable into his system. In 
the concluding part of the book a good deal of empirical data are 
examined and calculations made showing the relations between the 
proportion of income saved, the growth of population, etc. and growth 
of per capita output under various assumptions. Lastly Leibenstein 
discusses various investment criteria and develops his own criterion of 
the reinvestment quotient. 


The discussion is characterised by a singleness of purpose, remark- 
able skill in handling the apparatus of economic analysis and painstaking 
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research in statistical material. And yet it does not satisfy even as a 
tool of analysis. 


It is not possible to go elaborately into some of the cases of un- 
satisfactory analysis but as an example I may refer to the analysis of 
disguised unemployment in Chapter 6. Leibenstein is considering here 
the type of disguised unemployment where the marginal product of 
labour is zero and where a certain amount of labour can be removed 
without reducing production. He begins from the premise that there 
is an obvious and clearcut relationship between wage level and producti- 
vity. With an increase in wages more work units come forth and the 
productivity of the labourer rises. And on this he develops an analysis 
that leads to the conclusion that “ institutional arrangements that perm- 
mit a degree of disguised unemployment may actually enable the 
economy to be more productive than otherwise,” (ff. p. 75). It can 
be easily seen that this is not the disguised unemployment that he has 
set out to analyse. He also does not seem to be aware that even at the 
initial low wage there are unemployed work units available which can- 
not be put to productive use because of the absence of complementary 
factors. This is the essence of disguised unemployment. It is no 
wonder that by ignoring it Leibenstein reaches a conclusion that denies 
the existence of the very thing he has set out to analyse ! 


Leibenstein’s critical minimum effort thesis is implicit in his 
opening analysis of underdeveloped economies as systems of quasi- 
equilibrium which are stable in the small and is only valuable to the ex- 
tent to which this analysis is significant in respect of underdeveloped 
economies. It is possible to question the meaningfulness of this analysis 
of the underdeveloped economies. But even granting it for argument’s 
sake, the critical minimum effort remains vague and ‘ mercurial’. It is 
that effort which brings about such an increase in per capita income 
(the crucial variable) that it starts the development process. There are 
no other criteria for it so that the critical minimum effort is that which 
succeeds in the above sense. That which does not, is clearly less than 
the minimum. Ez ante one cannot judge whether an effort is adequate 
i.e. above the critical minimum level. It can be judged only ez post, 
clearly a very poor instrument for policy formation. 


Poona N. V. Sovani 
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Employment and Economic Development—A Study in Technical Aspects. 
By D. L. Narayana. (Waltair: Andhra University, 1958. 


Pp. 288). 


UNDERDEVELOPED countries of Asia which are on the threshold of a 
new era of economic development suffer from “‘ deficiency of technical 
knowledge of one form or the other ” and these constitute great obstacles 
in the way of their economic advancement. The organisation and 
employment of man-power for industrialisation, which is an important 
factor for economic development, is a technical problem‘and therefore 
‘one form of technical assistance for economic development of under- 
developed countries, can be an analysis and study of the prevailing 
organisation in the employment of labour for industrial purposes and to 
suggest appropriate organisational improvements in it.’ This approach 
of Dr. Narayana is not only correct but very helpful, as well, in properly 
understanding the vital relationship between economic development of a 
country and the organisation and employment of its man-power. 


The present work of Dr. Narayana which is an adaptation of his 
thesis for the Degree of Doctor of Philosophy in Economics in 1955 by 
Andhra University and which won the first award of Sir R. Venkata- 
ratnam Research Medal for the best Doctorate thesis in Arts in 1956, ‘ is 
a valuable and timely study into the man-power problems of indu- 
strialisation in India’. 


In underdeveloped countries, for instance in India, as the tempo 
of industrialisation intensifies leading to more urbanization and develop- 
ment of Industrial belts, the human problem in industries becomes far 
more complicated and the organisation of man-power more important. 
The author rightly points out that the need for proper organisation of 
man-power for industrialisation has always been great, even in advanced 
industrial countries, it is much more today in underdeveloped countries 
where man-power for growing industrial development is mainly drawn 
from rural areas with a social and economic environment almost 
different from industrial ones. Dr. Narayana makes out a strong case 
to convert this abundant supply of migratory and floating labour 
from rural areas in India into a ‘stabilised’ and ‘committed’ industrial 
labour force. 


Dr. Narayana has carried out detailed surveys at three industrial 
centres viz., Machkund, Visakhapatam and Coimbatore and has pointed 
out their relative industrial importance after taking into account factors 
such as ‘ the size of employment, nature of man-power problem and 
urbanization’ etc. Discussing in detail the evils prevalent in the 
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organisation and employment of labour at these centres, he makes some 
constructive suggestions to improve the organisation of labour in those 
centres. The author has, as well, given in a somewhat broad outline the 
aims of a national policy of organizing recruitment and migration of 
labour for industrial employment in general and has suggested the 
creation of an ‘employment service’ and subsidization of migration 
besides improvement and intensification in the Employment Exchange 
Service in order to stimulate geographical mobility. 


The book has been divided into 9 chapters. The first two Chapters- 
i.e. Man-power Problems of Industrialization in Underdeveloped Coun- 
tries and Organisation of Industrial Employment deal with such problems 
as demand for economic development, meaning of economic develop- 
ment, migration and industrialisation, types of mobility, shifts in 
employment, mobility of man-power in underdeveloped countries, 
transfer of man-power and the importance of industrial tradition, 
factors governing mobility in labour market, importance of technical 
knowledge, the problem of labour productivity, the problem of organis- 
ing industrial employment, organisation of employment market etc. 
The third Chapter draws our attention to an oft repeated fact i.e. the 
existence of a migrant and a vast surplus rural labour force available for 
industrialisation in India. In the light of this, the author feels that 
there should be no scarcity at least of unskilled labour in any industrial 
region of our country except for reasons of a faulty method of recruit- 
ment and employment of labour. “ A distinguishing feature of employ- 
ment market in Asiatic countries is recruitment through intermediaries 
such as jobbers and contractors.’’ Faulty organisation of employment, 
according to him, not only creates scarcity of ever unskilled labour force 
at certain places and leads to high rate of labour turnover and absentee- 
ism, but is not conducive as well to the development of a trained and 
skilled labour force in the country. ‘ The prime man-power problems of 
industrialisation in backward countries like India are recruitment and 
migration of workers from villages, stabilisation of labour force in 
industrial centres and development of labour skills.’ The next four 
Chapters contain information regarding the organisation and recruit- 
ment of labour at the centres selected for detailed investigation viz., 
Machkund, Visakhapatnam and Coimbatore and their relative import- 
ance as industrial centres. Chapter VIII lays down the aims of a 
national policy of employment and recruitment. The last Chapter 
incorporates the conclusions. 


Discussing in great detail the man-power problems at Machkund 
where a hydro-electric scheme is in progress, the author analyses the 
main factors governing the organisation and recruitment of labour, 
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migrating from distant areas, some times over a thousand miles and 
places before us much useful information collected by him from original 
sources. Machkund which employs a total labour force of about 6,500 
workers has no adequate housing facilities or welfare activities. Female 
and child labour below 15 are frequently employed. The majority of 
labour force is employed through contractors. For these reasons, 
Machkund has a very high rate of turnover—the consolidated annual 
rate of turnover being about 400%. Dr. Narayana advocates the 
regularisation of employment at Machkund and promotion of conditions 
of security and welfare, reasonable housing accommodation, recreational 
and other facilities for the workers. He suggests an effectively ad- 
ministered ‘ Labour Pool’, placed under the charge of a Labour Ex- 
change ‘ along with a planned works programme for all big projects ’. 
He also feels that where a construction work is continuous for two years, 
definite rules should be framed as regards the provision of welfare 
facilities for the man-power engaged, application of Minimum Wages 
Act, Workmen’s Compensation Act, Maternity Benefit Act and Indian 
Factories Act etc. 


In the case of Visakhapatnam, a centre of heavy transport in- 
dustry, the author spotlights the evils of the employment of labour 
through maistries—a system which is open to all ‘ abuses of commission, 
coercion and corruption ’ and insecurity of employment. As a remedy 
to these evils, Dr. Narayana proposes a decasualisation scheme on the 
lines of Bombay, Calcutta and Madras, a Dock Labour Board, elimina- 
tion of maistries and the contractors, provision of minimum wages, pay- 
ments of overtime, compensation for unemployment and attendance 
money, eight hours guaranteed day and intensification of welfare 
work. 


For Coimbatore—an important centre of Cotton Mill Industry in 
India—where casual labour force is still quite large and the hold of 
jobbers very strong, the author suggests a decausalisation scheme for 
Badli labour on the lines of Kanpur, Bombay and Ahmedabad. Should 
a voluntary decasualisation scheme fail, a compulsory decasualisation 
scheme, accompanied with a compulsory employment service organi- 
sation be immediately introduced. 


In the context of the changes envisaged in our country through a 
planned economic development, the author lays down in brief in Chapter 
VIII of his book, the aims of a national policy of organising recruit- 
ment and migration of labour for industrial employment. “ For 
combating the evils of careless or disorganised recruitment and migration 
of labour and for exercising a beneficial influence on its needs and rights, 
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an extended and statutory employment service seems to be the only 
possible and correct remedy in the present conditions in India and it will 
contribute in no small measure to the rapid economic development of 
the country.”” While laying so much emphasis as the creation of a 
statutory employment service, the author has not explained in detail the 
full working of such a scheme and the reader may find a little difficulty 
in understanding the full implications of it. 


Dr. Vera Anstey in her foreword to the book has aptly posed the 
main problem of planning in underdeveloped countries. She says, 
“*In my opinion the crux of the problem of planning in India is not—as is 
often assumed—that of securing capital for large scale projects to be 
undertaken in the public sector, but that of utilising more fully, and 
more efficiently, the labour of the many millions of underemployed.” 


On the whole the work of Dr. Narayana is laudable and should prove 
very useful in influencing practical policies on these matters. However, 
his observations regarding high rates of labour turnover and irregular 
practices in the employment of industrial labour cannot be generalised 
in view of the fact that labour turnover is fast declining because of 
non-availability of alternative jobs at industrial centres like Bombay, 
Ahmedabad and the methods of recruitment are also being standardised 
at most of the places. One may also not like the use of the word 
‘Backward’ by him as a substitute for ‘ underdeveloped’ at many 
places in the book. 


The bibliography given at the end is quite exhaustive. The ques- 
tionnaire used for the collection of data at the three centres is well 
planned and detailed and should prove as a sort of a model for those 
who wish to work on these lines. The author has given 51 tables mostly 
compiled from his own collected material. 


Delhi H. C. Gupta 


Taxation and Foreign Investment. By National Council of Applied 
Economic Research, New Delhi. (Bombay: Asia Publishing 
House, 1958. Pp. xvi + 147. Rs. 10-75). 


Tue role of foreign capital in financing of economic development in 
underdeveloped countries is no longer a matter of theoretical speculation 
for us in India. The pressure on our foreign exchange assets which 
developed last year, would have made difficult the implementation of 
even the “ hard industrial core”’’ of our current Five Year Plan, had it not 
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been for the substantial foreign assistance we received predominantly 
in the form of loans from foreign Governments and international finan- 
cial institutions and deferred commercial credits for the import of capital 
goods. These loans and credits have however created specific future 
liabilities by way of interest and amortisation. To the extent that these 
cannot be discharged out of income that they help to create, it might 
become necessary to secure an increased inflow of capital in the next 
few years over and above what might be necessary to maintain the rate 
of growth of the economy. 


In the context of a growing awareness of the need to attract foreign 
capital, ‘“‘ Taxation and Foreign Investment,” published by the National 
Council of Applied Economic Research, is a timely and valuable study. 
This is a second, up-to-date and improved edition of the book which was 
published some eighteen months ago. The book seeks to find out the 
reasons why, inspite of the efforts of the Governmet, the flow of private 
foreign capital into India has so far been quite inadequate in relation to 
her needs. Attention is focussed on those aspects of the tax laws in 
India which tend to act as deterrents to foreign investment and re- 
commendations are made with a view to increasing the private capital 
inflow into India. Various incentives and advantages which India 
offers to the foreign investor are carefully assessed. While examining 
the impact of various aspects of the tax laws on foreign investment, 
the book gives a clear exposition of the existing provisions with respect 
to both personal and corporate taxation which should make the book 
useful even to those who are primaily interested in understanding the 
nature of the Indian tax system. (The far reaching changes in cor- 
porate taxation introduced in this year’s Finance Bill have, of course, 
altered the picture considerably). 


“* Attractive taxation provisions constitute a necessary though not 
sufficient condition for a successful programme of attracting foreign 
capital.” A private foreign investor on the look out for profitable 
outlets for his capital takes into account many factors other than tax 
provisions such as political stability, pessibility of expropriation without 
compensation, division of fields for investment between the public and 
the private sector, extent and characteristics of the market, expected 
rate of return on investment, facilities for repatriation of income and 
capital etc. But even if a country provides favourable climate for 
foreign investment in respect of all these factors, excessive burden of 
taxation, which reduces the net return on investment, can act as a 
strong deterrent. According to the present study, this is what has 
happened in India, where the overall investment climate is considered 
to be more favourable today than ever before, but some of the Indian 
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tax provisions are considered to be strong deterrents to private foreign 
investment. What is relevant is not Indian tax povisions in themselves 
but in relation to similar tax provisions in other countries. In a world 
where international market for private capital is essentially a sellers’ 
market, a country may fail to attract foreign private capital, if, other 
things being the same, it does not provide opportunities for net return 
comparable to those available in other countries. The relative position 
of India in respect of important tax provisions, compared to that of the 
major capital exporting and capital importing countries, which is pre- 
sented in the book, should, therefore, prove very useful. 


The book is comprehensive and covers both personal and company 
taxation. It examines the incidence of personal income taxation on 
foreign managerial and technical personnel that accompany foreign 
investment and of corporate taxes on foreign companies operating in 
India through branches or subsidiaries or minority shareholdings. Certain 
significant deterrents to foreign investment in each of the two fields, 
which have been discussed at length in the first edition, have been 
removed by subsequent tax laws and regulations. The abolition of 
excess dividend tax and wealth tax on companies which has been pro- 
posed in the Finance Bill this year and which would come into effect 
from 1960-61, should represent to a foreign invsetor a further improve- 
ment in the tax sitution in India. 


None of the new tax measures introduced since 1957, viz., a tax 
on capital gains, a personal expenditure tax, a tax on net wealth and a 
gift tax, has any significant effect in connection with the personnel 
working in foreign enterprises. What is relevant in the field of personal 
taxation is the burden of high personal income taxes. This is higher 
than that in important capital exporting countries in the range of 
incomes in which most of the salaries of management lie and also higher 
than in many capital importing countries which compete with India in 
the world’s capital market. Tax concessions are provided only to 
technicians which are also inadequate because of certain qualifying 
conditions. This either makes it difficult to recruit essential staff or the 
large gross salaries needed to offset high personal income taxes increase 
the expenses and thereby reduce the net return on investment. 


The chapter on Company taxation deserves to be specially mentioned 
for giving a clear exposition of the existing provisions (before the 
changes introduced this year) which have been rightly dubbed as a 
** perfect maze of unnecessary complications.” Allowing for limitations 
involved in international comparisons of incidence of company taxes 
due to differences in definitions of taxable income, it seems that among 
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countries which do not provide an outright exemption from all taxes, 
there is no country whose tax allowances and exemptions are more 
liberal than India’s for new industrial investment during the first five 
years. The position is particularly favourable if the investment in 
question is in one of the twenty industries for which exemption from 
supertax on intercorporate dividend is provided by Section 56A of the 
Indian Income Tax Act. After five years, there are some cases in which 
assessable income from investment in India is higher than would be the 
ease elsewhere. For non-industrialinvestment, or for industrial under- 
takings which have operated more than five years, the incidence of com- 
pany taxes ranges from 51-5% to 79% of the taxable income, depending 
upon whether the intercorporate dividends are exempted from supertax 
under Section 56A or not, the form of foreign investment (whether branch, 
or subsidiary or minority shareholding, and the rate of dividend 
payments as per cent of the paid up capital—this is rather high compared 
to other developing countries. Thus the serious shortcoming in the 
Indian Company taxation seems to be that long term considerations 
have not been given adequate weight. This is pertinent to both foreign 
and domestic companies since the critical period of growth may be 
longer than five years. It assumes, however, a greater significance in 
connection with the former since long term foreign business investment 
may on this account find India a less attractive investment field than 
other developing countries. 


Even the special tax incentives provided to new industrial invest- 
ment during the first five years may be partly wasted because in the 
absence of double taxation treaties with the major capital exporting 
countries to make them fully effective, the creditable income taxes paid 
in these cases may not fully offset home income tax liability (in the 
capital exporting country). Under these circumstances, foreign com- 
pany operating in Inia would pay income tax in home country in 
addition to income tax, if any, paid in India. The two chapters deal- 
ing with international double taxation contain interesting material 
relating to tax credit systems used in the U.K. and U.S.A. in dealing 
with income from abroad. 


Comparison of overall incidence of tax rates on foreign companies 
and on domestic companies show that investment by a foreign company 
is more heavily taxed than a comparable investment by an Indian 
company except in the case of investment in a subsidiary and minority 
share holding in those enterprises which enjoy exemption from super 
tax on intercorporate dividend under Section 56A. (The position of a 
branch of a foreign company as compared to a domestic company 
seems to have worsened as a result of the changes introduced in corporate 
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taxation this year). In those cases where intercorporate dividends are 
not exempted from super tax, the higher rate applicable to minority 
shares held by a foreign company in an Indian company compared to 
those held by an Indian company is inconsistent with our avowed 
policy to encourage foreign investment in the form of minority equity 
participation in an Indian Company. Hence the suggestion that the 
difference in treatment of subsidiary companies and minority share 
investments should be eliminated by taxing intercorporate dividends 
at a uniform rate seems quite reasonable. 


The wealth of factual details provided in the book should make it 
useful to all those who are interested in problems connected with foreign 
capital. The only serious criticism that can be made against the book 
is that it makes out a case for the need to improve tax provisions with a 
view to attracting foreign capital without emphasising the need to chan- 
nel it into specific sectors. This is probably due to the fact that no dis- 
tinction is made between two different functions of foreign capital, viz. 
a supplement to domestic resource and a “ transmission belt’ over 
which modern technology can move from more developed to less develop- 
ed countries. That left to itself private capital does not necessarily 
flow into countries which need it most or into sectors in a country where 
it can serve as a “ transmission belt”’ is borne out if one examines 
the facts relating to total private capital investment in the world as 
a whole or those relating to U.S. private capital investment abroad. 
Out of total inflow of non-banking business investment in India (exclud- 
ing I.B.R.D. loans) of about Rs. 192 crores between July 1948 and 
December 1956 a little over one third went into manufacturing while 
petroleum (manufacturing and trading) and tea plantations together 
attracted a little less than three fifths. This should point to the need 
to make the tax concessions more selective rather than general. While 
branches are the most predominant type of “‘ direct ” or “* controlled ” 
foreign private investment in India, they have also tended to attract 
most of the investment in trading, petroleum distribution, and utilities 
and transport. The subsidiaries, on the other hand, have received the 
bulk of manufacturing investments, including the investments in petrol- 
eum refineries. The preference for subsidiaries in this case may be 
partly due to the availability of some tax concessions but it may probab- 
ly be also due to the need for greater delegation of authority to local 
management in the case of manufacturing activities. If the Indian 
tax provisions discriminate in favour of subsidiaries and against branch- 
es, it seems just as well from the view point of attracting foreign capital 
in the desired sectors. It is, therefore, difficult to support the recom- 
mendations that the difference between the rates of supertax charged on 
branches of foreign companies and on domestic companies should be 
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eliminated unless one assumes that foreign capital should be welcome 
regardless of the direction into which it flows. 


Bombay K. R. RANADIVE 


The Future of Joint Stock Enterprise in India. By H. T. Paren. (Bombay: 
Jaico Publishing House, pp. X + 192, Rs. 17-50). 


Tus book is welcome due to two distinct reasons. Firstly, most of 
the literature on this subject is on the way of being obsolete and a fresh 
assessment of the recent developments in the field was highly called 
for. That this is done by Mr. Parekh who is well versed in this field 
makes it all the more interesting. The secondreason is the absence of 
polemics in Mr. Parekh’s analysis at a time when the controversy 
between the public sector and the private sector has begun to take 
an ugly shape. Mr. Parekh has dextrously steered the middle course 
in the controversy. 


The written material of the book runs into well under 160 pages 
divided into no less han 14 chapters, each dealing with a separate 
aspect, though closely allied to the central theme of the book. In the 
first Chapter, he stresses the importance of Joint Stock Enterprise in 
the modern industrial structure. Having a vitality and strength of its 
own and with a great scope of democratisation of ownership, this type 
of organisation is best suited for the dynamic expansion of our industry. 
In the initial period, however, much fostering care is required ; the 
author, therefore, pleads for a removal of the obstacles in the way of 
their healthy growth. Chapter II explains the role of retained profits 
in the development of business enterprizes, and from the statistics 
made available by the Reserve Bank of India, the author concludes 
that there is no evidence to the effect that Indian Industry, as a whole, 
has been irresponsibly distributing ‘ excessive’ dividends in relation 
to net profits. He deprecates the tendency to judge profits merely 
from its size and argues for a consideration of all relevant factors such 
as total capital upon which they are earned, their distribution to the 
shareholders and their retention for future expansion of the business. 
Chapters ITI, IV and V deal with the Tariff, Tax and Dividend policies 
respectively. The author has some good words to say about the new 
orientation in the policy of the TariffCommission, which now take into 
account the total capital employed rather than gross or net block as 
a base for the return on capital He is happy at the broadening character 
of the Commission’s approach and understanding, which now takes into 
account the development needs of industry and the vital importance of 
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self-financing for modernisation as well as expansion. So far as tax 
policy is concerned, he commends certain measures of tax relief to the 
industry, which in author’s words “ constitute the bedrock of enlighten- 
ed State policy and if continued would make possible a more sustained 
rate of industrial investment.” He, however, feels that company 
taxation is very high and suggests that in aggregate they may well be 
limited to around 45% of total income, and in any case it would seem 
inadvisable to have it in excess of 50% 


Chapters VI, VII, VIII and IX deal with the need to mobilise 
savings through organised agencies and channelise them to industrial 
requirements through specialised institutions. The author is aware of 
the Government’s efforts in this direction, but offers some new suggest- 
ions to encourage the growth of these specialised agencies, such as tax 
exemption to the genuine investment trusts, proper co-ordination 
between the existing institutions, etc. In the emergence of Nationalised 
Life Insurance Corporation, the author sees a great new force for deve- 
lopment of new issue market; but warns against any use of its funds 
for stabilisation of prices in the stock market. InChapters X and XI 
he stresses the need for modernising management. He feels that India 
has already begun to feel the impact of the managerial revolution (now 
in full swing in the U.S.A. and U.K.) which replaces consideration of 
status, financial or family by those based on capacity and skill. The 
author expresses doubts as to the capacity of the managing system to 
fit in this dynamic industrial structure. Chapter XII cursorily discusses 
the role of the foreign capital as a modernising influence on the economy 
serving as a catalyst which stimulates rapid industrial growth ; he, 
however, recognizes that a major part of the effort must necessarily 
be internal. In Chapter XIII which discusses the functioning of State 
Enterprises in India, he makes a useful suggestion that at least 25% of 
the capital should be offered for public participation. The author 
believes that effective control on these enterprises could be better 
achieved by this minority public participation, in capital plus 
representation on the board of directors of these companies of members 
of Parliament answerable to Parliament in regard to such enterprises. 


In the last Chapter the author brings the various threads together 
and weaves them into a clear and unified pattern. The emerging 
picture is quite encouraging. The Joint Stock enterprises in 
private sector are coming increasingly under the ownership of small 
investors along with the large institutional investor such as the Life 
Insurance Corporation of India. The so-called free enterprise economy 
is therefore increasingly owned by the small man. If part of the capital 
of the public enterprises is also offered to the public as suggested by the 
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author, the line demarcating the two sectors would fade away in the 
course of natural evolution and the joint stock pattern would spread far 
extensively synthesising the progress of industry irrespective of whether 
it is sought to be achieved through the private or the public sectors, 
The industrial economy would thereby be transformed into one ‘ public ’ 
sector which would be all-embracing. 


The book is written in a very lucid style but the coverage of so 
many inssues in so little a space has made the analysis of some of 
these issues sketchy and one feels that the author has not done full 
justice to many of them. But the author himself tells us that the 
study is ‘ more in the nature of landscape painting of one aspect of the 
Indian seene, faithful and true to colours rather than profound.” 
There are many views in the book with which one may not agree, but 
the tone—moderate and firm in which they are expressed is bound to 
impress upon those who are fair enough to listen to the other side also. 


A word about the price of the book. The book is priced at Rs. 
17-50 which would be considered rather too high by any student of 
industrial economics well-versed in cost-price analysis. 


Bombay B. V. Menta 


Food Control in Bombay Province 1989-1949. By V. S. PATwaRDHAN. 
(Poona : Gokhale Institute of Politics and Economics, pp. XX + 
208, Rs. 7-50). 


Tuts publication contains the results of the first ad hoc investigation 
conducted by the Agro-Economic Research Unit set up by the Union 
Ministry of Food and Agriculture at Gokhale Institute. The Ministry 
had a special interest in initiating studies of working of food controls 
during war time and post-war period and their effects on agrarian 
economy. A study of this problem in relation to Bombay province 
was entrusted to Gokhale Institute. However, at an early stage in the 
enquiry, it was decided by those in charge of the study to restrict it to 
analysis of official records of food administration since chances of obtain- 
ing adequate and reliable field data on effects of food controls on agrarian 
economy were remote. It is fortunate that the investigation was 
taken up at a time when the records of Civil Supplies Department were 
in imminent danger of losing their value as reference material owing to 
removal and destruction. 
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The report divides the ten years 1939 to 1949 into four periods 
according to the range and comprehensiveness of measures for food 
control. During the period upto the end of 1941, the Government did 
not realise the potential seriousness of food situation which demanded 
drastic controls over food supplies and distribution. Food problem 
was seen essentially as a problem of rising prices. As a result, declara- 
tion of fair prices and maintenance of a few fair-price shops in Bombay 
city were felt to be adequate to meet the situation. Entry of Japan into 
War towards the end of 1941, however, dispelled this illusion by bringing 
War to the very frontiers of India. The resulting closure of imports 
of rice from Burma revealed in full measure the dimensions of problems 
and provided a convincing rebuttal to the theory that food situation 
would respond to mild palliatives. The period 1942-44 witnessed the 
bringing into operation of a comprehensive machinery for food control. 
Government monopoly in purchase of food grains, compulsory levy on 
producers, bans on inter-village movement of food grains, rationing 
in cities and towns and controlled distribution in rural areas were the 
chief components of this machinery and they gained gradually in range 
and efficiency in response to deteriorating food supplies. However, 
this took time and it was only by the end of 1944 that an efficient 
organisation for procurement and distribution was fully in operation. 
It continued to operate for the next three years until at the end of 1947 
Central Government decided on a policy of decontrol for reasons not 
fully explained in the report. In fact, the prevailing circumstances 
hardly justified such a policy and it is not surprising that, during the 
closing years of the period, implementation of decontrol succeeded only 
in creating conditions which invited reimposition of controls. 


Food administration in Bombay had to contend with four major 
handicaps. Initially, lack of appreciation of serious food situation 
reduced controls to half-hearted measurs to stabilise prices, definition 
of ceilings in terms of percentages over pre-war prices made them vague 
and difficult to enforce and records reveal negligible prosecutions for 
infringement which would not have been the case if measures for price- 
control were defined with precision and implemented with strictness. 
When the Provincial Government realised the need for comprehensive 
controls over supplies, movement and distribution of food grains and 
began to move in that direction, its progress was hampered by the 
attitude of Central Government, whose zeal for provincial autonomy 
in food administration amounted almost to a repudiation of its responsi- 
bility to frame and implement food policy for the country as a whole 
and by the thinly concealed unwillingness on the part of surplus 
provinces to undergo the rigours of procurement and rationing. As a 
result of these two factors, the principle of equality of sacrifice could 
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not be applied for the country as a whole which made the circumstances 
unduly trying for deficit provinces like Bombay. Lastly, the years 
after 1942, with one or two exceptions, were characterised by adverse 
climatic conditions and low level of internal output. 


It is the finding of the report that food controls in Bombay 
Province successfully overcame these difficulties and operated with 
a fair measure of efficiency and public support. In 1949-50, the cost 
of administration worked out to 3-3% of turnover and the margin 
between procurement rate and the retail rate over the period of food 
control varied between 7% and 9%. Mr. Gorwala, in his illuminating 
introduction, says “‘ Judged by the criteria of quality and cost of 
service, it was not unsuccessful.” He seems to give credit for this 
largely te the group of dedicated people heading the administration 
who could inspire loyalty among those below as also win confidence of 
public in food administration. Association of non-officials in advisory 
capacity and acceptance with due weight of advice from experts made 
the administration responsive to changing situations. Modifications 
in the system of compulsory levy through introduction of gradation etc. 
to make it less onerous on small cultivators and those with large families 
can be cited as an instance. The report presents a systematic account 
of evolution of food administration in Bombay province and of various 
factors that contributed to it. 


Bombay V. M. Rao 


The Demography of Ceylon. By N. K. Sarxar (Colombo: Government 
Press, Ceylon. 1957, pp. 289. Rs. 10-45). 


CEYLON has been described as a ‘demographic laboratory’ in which 
the demographic developments as they are taking place in many of the 
underdeveloped countires of the world can be studied very clearly. 
As in many of these countires, Ceylon has had rapidly declining death 
rates coupled with birth rates which have remained at a high level. 
This has resulted in an accelerated growth of population, constituting 
one of the most serious obstacles to rapid economic and social develop- 
ment. Ceylon, which like the other underdeveloped countries of South 
and South-East Asia has undertaken a programme of planned economic 
development, has however the advantage of possessing a large store of 
fairly reliable demographic data, covering several decades. This 
makes a study of the demography of Ceylon a matter of great interest 
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not only to those concerned with Ceylon, but to all persons, especially 
economists, who seek to understand the nature of the demographic 
process as it is taking place in so many parts of the world and of the 
interrelations between the demographic factors on the one hand and 
the economic and social factors on the other. 


In this book, Dr. Sarkar has brought together data from many 
sources and analysed them by a wealth of standard techniques and 
many improvised new ones, some of them pioneering efforts in techniques 
of evaluation of demographic data, to establish the trends in popula- 
tion growth in Ceylon in terms of fertility, nuptiality, mortality and 
migration. An entire chapter is devoted to illustrate methods of 
correcting censuses for errors of enumeration, which may be applied 
in many other countries. The spectacular decline of mortality in 
Ceylon in recent years is discussed in some detail, and, the author 
questions the great role which has sometimes been attributed to the 
anti-malarial DDT campaign ; the author himself stresses the impor- 
tance of the long term decline of mortality. The author also presents 
a population projection of Ceylon up to 1976, assuming a continued 
exponential decline in mortality and a decline of fertility after 1961. 
There is also an interesting chapter in which an attempt is made to 
estimate the population of ancient Ceylon on the basis mainly of the 
distribution of extant and ruined irrigation tanks which are spread 
over the whole island. 


The author describes his work as a ‘ treatise on applied demography ’ 
and does not confine himself to evolving “‘ accurate measures of the 
biometric variables such as fertility, mortality, etc., which are directly 
responsible for population growth ’’, but goes on to study at considerable 
length the economic factors associated with population growth as it 
has taken place and is likely to take place in the island. Three of the 
fourteen chapters deal with this aspect of the problem. In one of these 
chapters, the author argues the relative merits of economic policy and 
population policy as means of resolving the emerging imbalance between 
population growth and the exploitation of the island’s resources to 
maintain that population at a tolerable and rising standard of living. 
Taking issue with the view of demographers who fear that economic 
remedies by themselves may not be able to cope with the problem raised 
by the high rate of future population growth and have argued in favour 
of a population policy directed towards the control of fertility, the 
author concludes that “ industrialisation seems to be the only way to 
overcome the growing threat of hunger, destitution and disease in 
Ceylon, and in other countires of Asia. Population policy can enter 
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into the picture as an auxiliary to industrialisation.” It is unlikely 
that a problem would ever arise in the form of a choice between these 
two types of remedial policies, but the arguments which Dr. Sarkar 
has brought together will still be found extremely provocative and 
stimulating to all those interested in what is after all the essence of the 
population problem of most underdeveloped countries. 


The book is to be strongly recommended as a model demographic 
study, and particularly because it links up the population factor as 
an essential element to be considered in any discussion of economic and 
social development. 


Bombay R. M. SunpruM 













NOTES 
A Note on the Disguised Unproductive Investment 


Tus paper is intended to focus some new light on one aspect of an 
economic institution—the middlemen, and then to draw a few con- 
clusions purely on theoretical grounds without reference to any particular 
country. The model, we shall analyse, I think, is not a remote abstrac- 
tion, rather it is a common experience. And the study we have under- 
taken is in no way exhaustive; it is simply an attempt to pose the 
problem in its barest outline, leaving all the room for detailed investi- 
gation. 


Each of many goods released from factory or farm has to pass 
through a chain of intermediate purchasers ultimately to reach the final 
demand ; and then it is either consumed, or engaged in production of 
something else. The middlemen, in our definition, add practically 
nothing material to it; none the less they may be said to contribute 
to its time utility and/or place utility as the case may be. From this 
angle, each good appears to undergo two stages of production: say, 
(¢) initial stage—at the factory or farm, and (ii) secondary stage—in the 
hands of middlemen. 


It is interesting to note that the macro-economic demand curve of a 
good is a function of the aumber, and arrangement of the middlemen 
units over space, involved in its transaction. The curve makes perhaps 
parametric shifts in response to changes in their network on the surface 
of the economy. For example, total abolition of this institution may 
cause complete break-down of the market, for then the two parties— 
initial producers and final demanders in between which the intermedia- 
ries stand—may become poles apart under the pressure of physical and 
economic considerations. It, however, should not tempt one to think 
that expansion of the intermediary institution is always followed by 
expansion of market. 


Corresponding to each alternative set of middlemen with their each 
alternative arrangement over space there is a definite demand curve ; 
but this demand curve, ceteris paribus, cannot be pushed up any further 
after a particular limit, simply by plying upon their number and the 


This paper owes much to frequent informal talks with Prof. Paramesh Roy and 
Indrani Das Gupta of Jadavpur University. 
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formation of the middlemen brigade. In Fig. I, let D represent a 
typical “‘ limit ’”’ demand curve. 














Let Si be the supply curve of the initial producers and Sm the 
market supply curve, faced by final demanders—the existence of the 
intermediaries accounts for the divergence of these two supply curves. 
Obviously, supply price records an exponential rise as it runs through 
the chain of middlemen—Pm = Pi e*, where Pm is the market supply 
price to the final demand, Pi the supply price of the initial producers, 
r the rate of increment per intermediary unit and z the length of the 
chain of these units. 


We should be careful about the distinction between the length of 
the chain of middlemen—z, and their total number—n. In the follow- 
ing case A, there are— 


(A) F F F (B) F 
t , 
t 
Ms Ms M, My, My M, M, My My mM, 
} 
mm, j.™s; Ms final demad 
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final demand 


three factories F’s from which only one middleman m, buys all, then the 
good runs vertically downwards through two m,’s and three m,’s and 
four m,’s to meet final demand—any particular unit however is supposed 
to run never horizontally in this illustration. Now we get, 7 = 4, but 
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nm = 10, whereas in case B, z = 2, butn = 14. Practically there is no 
unique relationship between 2 and n universally applicable to all 
commodities. 


Anyway, r is somehow related with z and n—for simplicity let us 
assume, withnonly. Anda positive value of dr/dn is expected in general, 
after n has exceeded a certain crucial point. Specially, in our model 
where we have assumed a limit demand curve, any rise in n is expected 
to raise the value of r—a corollary from the law of diminishing product- 
ivity. In other words, now a higher rate of cost will be involved in trans- 
action of the goods. 


However, given the picture of the economy there is a minimum 
average cost for the intermediary services corresponding to each volume 
of goods, without affecting the demand curve. Adding this to the initial 
supply price, we can derive an “‘ optimum” market supply curve—Smo 
in Figure I. It is a matter of statistical verification whether Sm co- 
incides with Smo in a particular economy ; if it does not, there is possi- 
bility of bringing about a radical change in the system. 


When Sm curve lies above Smo, it isimplied that the intermediary 
units are not operating with the possible optimum efficiency. In such a 
case, if we could make the value of r and z optimum, Sm would tend to be 
identical with Smo. And then the market expands by Qm Qmo, and the 
equilibrium price reduces by Pm Pmo in Figure I—still Si curve being 
taken to be unaffected. 


In the next phase, Si is expected to fall down as recorded by falling 
cost of production resulting from price reduction in all other goods if so 
happens by proper reorientation of the intermediary framework all over 
the economic set up. Then again the market expands, and so on the 
process continues. This points to a far reaching favourable effect— 
the vicious circle of market limitation and low level of investment flow, 
in an underdeveloped economy may now get pierced through, paving 
the way for a far better dynamic system. 


As for an underdeveloped economy, at first glance, it appears to 
present a rather sterile soil for the chain of middlemen. It has a 
vast subsistent, more or less non-monetised sector, and the volume of 
goods in trade is small, and hence logically so is the scope for the growth 
ofthechain. Buta closer observation leads us to think otherwise. 





Practically, z and n are contingent, not so much on the volume of 
traded goods as on some other factors, including perhaps even latitude 
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and longitude. The geographical and the physical peculiarities, namely, 
lack of transport facilities, seasonal glut of some major products etc., 
call for, and facilitate the intermediary business. Further, the charac- 
teristic features of an underdeveloped economy—limitation of market, 
lack of skill, shyness of small unorganised bits of capital relative to 
what is demanded by more ambitious venture, peculiar social values, 
inertia and the like—add to the atraction of middleman function which 
requires relatively smaller risk and skill and capital. Thus 2 and n 
increase, entailing further limitation of market and so on—the process 
continues. 


If a given economy has faced the equilibium Pm and Qm of Figure I, 
there is every economic justification for abolition of some intermediaries, 
if necessary, and rearrangement of the other by vertical and/or horizontal 
integration or disintegration, as the situation demands. With some 
amount of risk, one may say, in general, that a pyramid of middle- 
men of a broad base but short latitude is desirable from broader economic 
view point. 


II 


In this section I shall try to show that, under certain circumstances, 
a higher level of income can be realised by proper adjustment of the 
direction of investment, even if total investment remains constant, say I. 


Investment in our analysis has two directions—initial production 
and secondary production. Let J, be the part of J moved to the former 
direction and J, be the remaining part moved to the latter, J = I, + J,. 


Obviously, the physical productivity of I, is determined by the 
existing technological forces ; and hence J, being known the volume of 
** initial ” supply can be found out. But given the demand curve, the 
equilibrium quantity demanded will depend on r and z i.e., on z and n, 
since r = f(n) ; and sometimes equilibrium may be attained at the cost 
of excess capacity generted in J,. In this way, equilibrium produc- 
tivity of I, let us call it 8,—is a function of (i) technical parameter of 
productivity and (i) # and n. 


As regards productivity of I, ceteris paribus, it depends on z and n, 
and the volume of goods they handle ; thus f, is a function of (i) z and 
n, (ti) I,, and (iit) the technical productivity of J,. 
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Assuming a unique relationship between J, on one hand, and z and 
n on the other, we can derive the value of 8, and 8,—I, J, and the techni- 
cal productivity of J, being given as data. 
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In Figure II, OX axis measures J, which cannot exceed OK here— 
if total investment J equals to OK ; the OY axis measures correspond- 
ing B,, B, and Bs, i.e., the average productivity of J. 


The next step is quite simple. So long the ratio of I, and J, diverges 
from the value of OK,: KKg, adjustment of J, and J, to make it equal 
toOK,: KK, would obviously result in higher level of income. 


When J, is disproportionately large, a switch over of a part of J, 
to I, increases 8, (apart from increasing 8,) in two ways: first, z and n 
now become more appropriate to the situation, and secondly, technical 
productivity also is expected to increase as a result of external economies 
if any, created by the A I, coming from /,. 


III 


The institution of intermediaries as such in some cases as we have 
seen is a brake on the economic progress, in the sense that its proper 
reformulation can dynamise the system. Notwithstanding, its complete 
absence is perhaps by no means desirable. 





The petty businessmen, specially in an underdeveloped economy, 
with cowardly bits of capital, are tempted to lengthen the chain of inter- 
mediaries with a hope of small, but more or less certain, private profit, 
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in the absence of riskless brighter alternative. They are hardly conscious 
of what social cost it involves in our model, where we have seen that a 
part of the intermediary investment perpetuates the vicious circle. Such 
investment is meagrely productive from individual view point, but 
in the broader macro-economic context, it is unproductive, rather 
negatively productive. And hence one may call it Disguised Un- 
productive Investment. 


Calcutta Rangit Sau 


Process of Growth of National Income* 


1. The Mahalanobis Formula 


Proressor P. C. MaHALANOBIs! has given the following equation for the 
process of growth of national income :— 


Y.=¥,[1+ aaa {1+2,8:)'—-1}] 


where Y, is the income in the “ ¢ th” period and Y, is the income in the 
zero period ; «, is stated to be the rate of investment in the zero period; 
B; is the reciprocal of the marginal capital-output ratio in the invest- 
ment goods sector and 8, is the reciprocal of the marginal capital-output 
ratio in the consumer goods industries, 6; and 6, are assumed to be 
constant. 





a, is stated to represent the constant percentage of investment 
that goes into consumer goods industries and A;, the complementary 
constant percentage that goes into investment goods industries. A,+-A, 
are naturally equal to 1. 


Further the formula is tested with some arbitrary values of the 
parameters, namely— 


a = 1000 
e = 5% 
B. _ 80% 


* I must acknowledge the most valuable help and able guidance—to the point 
of virtual collaboration—of Dr. K. S. Gill, but for which this paper could not have 
been brought out. 


My thanks are also due to Dr. S. B. Rangnekar for helping me a lot. 
1 Sankhya, September 1953. 
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B; 10% 
re 80% 
A= 20% 


With these parameters the national income will grow : 


National 
Year income 
1000 
1068 
1142 
1225 


50 


2. The Mahalanobis Assumptions 


(i) All the investment out of the increment of income goes into 


(iv) 


investment goods industries only. This assumption does not 
sound well. No economy can allow that all the marginal 
investment should be going into investment goods sector for all 
times to come. This may be a reasonable assumption only in 
the initial period of development. 


The marginal rate of investment is equal to the rate of invest- 
ment in the investment goods industries out of the total invest- 
ment in the zero period, i.e. the marginal rate of investment is 
equal to A;. This is a very peculiar case. In thedevelopment 
period we can have marginal rate of investment different from 
the rate of investment in the zero period i.e. marginal rate of 
invsetment need not be equal to A;. 


He takes the parameters A, and A, constant for the whole growth 
period. But this is not true. We have seen that the whole of 
the marginal investment goes into investment goods sector 
only and this very surely distorts the ratio of A, and A;—A, is in- 
creasing and A, is decreasing proportionately. 


Professor J. B. S. Haldane? criticised Mahalanobis equation 
that it takes only two sectors—investment goods and con- 


® Sankhya—December, 1955. 
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sumer goods and that they should be three. “It is in fact 
possible that in a country like India where malnutrition and 
disease seriously handicap production, it might be worth separa- 
ting investment into three categories—investment in the invest- 
ment goods industries, investment in consumer goods indus- 
tries where the goods produced substantially increase the 
efficiency of industrial workers and investment in other con- 
sumer goods industries. The second category would be 
relatively unimportant in countries with a higher standard 
of living.” 


We go even further than J. B. S. Haldane. For certain purposes 
it may be proper to view the economy to be comprised of more than three 
sectors. The equation for the whole economy should be generalized on 
that assumption. 


8. An Alternative Equation 
In the light of the above an alternative equation is suggested : 
Y= ¥,[ 1+ 050% Bs + AaB + ~-2aBa) 
f (148 XB, +%'2Pa + Nn Pn)! —1 +] 
R(d',B, + A's Ba + --- Mn Bn) 


where Y, is the income in the “‘¢ th”’ period and Y,, income in the zero 
period ; «, is the rate of investment in the zero period ; the subscripts 
1 to n denote n sectors of the economy ; 8; is the reciprocal of the mar- 
ginal capital—output ratio in sector 1 and similarly §,, is the reciprocal 
of the marginal capital-output ratio in sector n. 








8,, Bg---8, are assumed to be constant during the growth period. 
This assumption need not be very realistic but is quite convenient. 


A, is the percentage of the investment that goes into sector 1; 
similarly 2, is the percentage of investment that goes into sector n. 
Naturally A, + Ag + ..:A, = 1. 


i’, is the percentage of the marginal investment i.e. the investment out 
of the increment of income, that goes into sector 1; similarly 4’, is the 
percentage of the marginal investment that goes into sector n. 


A, need not be equal to 2’, but A’; + A’y + ...°, =1 RB is the 
marginal rate of investment. 


Chandigarh KisHori La 
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APPENDIX 


. Derivation of the Equation 





The Equation : 


¥,=¥,[1 + a, ( AB, + As Bs + r++ An By ) 








(1 +R‘, B, + 2’gBy + --- An Bah — 1 }] 
R(X, B, + r'sBe + --+ Nn Ba) 


has been derived as follows : 
Y, = Income in the zero period 
Y,=Y¥,+ ¥,a.A8; + Yo a A8, 
= Y,[1 + a, ( AB; + AB.) J.-L 
Y,=Y¥,+2(¥,4,A8; + ¥o% AB.) + R(¥,% A; 8; + 
Voto rcBe) A GR, + R(¥, 0,4; 8; + Yom Ae Be) A’e Be 
= ¥,+Y¥,0,(; B+ AB.) {2+R A,B; +R’.B} 











= ¥,+ Y,a,(A,8; +8) 
a eT Er | 
R(';B, + 2’. 8) 
2+ Bet She?) 
= Y,+Y,a(a 3 
sites B+ Ae) | (Bi 4 D'eBe) 
¥a= ¥o[ 1+ 9508148) 
{GFE MeN) YY so I 
R(A';8; + 9’ Be) 


Y¥,=Y, +8(¥, 0,48; + You rBe) 
+ 8{Rd’',B,(¥,0,A;8; + YoareBe) + 
RX’. Be (Yo % i Py + Yo to Ac Be )} 
+ R{R2',B:( ¥, 4,48; + Fo a AB.) + 
RW'.Be( Poa AB; + Yo ay re Be) } A's By 
+ R{R,B,(Y, 4%: + You AeBe) + 
R2'.Be( Yo to Ai Bi + Foto re Be) fr'e Be 




















NOTES 


Put (Y,4,%48; + ¥,a,%8.) = 2 
ann R(A’;8; +2'.B.) = K 





Then 
Y,=Y, + 82 + 3kr + K*x 
= Y,+2[8+ 8K + K*] 
a 3 
o¥+e ae +f] 


=Y,+2 [ee] 


= ¥. + (Weta + Foe dee) | 


(1+ 2',B,+2'.B,)*§— 5 = 
=¥,[ 145, (A; 8; +.B.) { R(2',8; my r’-Be) 
It fellows from I, II and III above that— 
( 1 +R 058s +2'.B.) 5 ] 
¥ =¥.[ 1+ 0,48: + debe) R(2';8; + 4’-B.) 


The above formula has assumed two sectors. It is, however possible 
to adapt it to the case where the economy may be assumed to comprise 
more than two sectors. In this case, the formula would be : 


¥=¥,[ 1 + a (A,B, + AgB, +... An Bp ) 


(1 +R 2',B, +2'sBs + «0p By)! —1 i) 
R('18; + ¥’,Bs + woe An Ba) 





I + R »’B; + ’-Be Vd 


R(d';B; + A’. B, 














Testing of the Equation—The equation may be tested by assuming 
some arbitrary values for the various parameters. 


Y, = 1000, 

8. = 80% 
A = 80% 
3 = 60% 
R= 50% 
~~ = 5% 
& = 10% 
AY = 20% 


40% 
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With these parameters— 





5 
Y, = 1000 + 1000 ‘ 
. + + 100 100 


= 1000 + 18 = 1018 


This result is obtained directly as : 


Total investment will be 50, out of which 40 will be given to sector 
cand 10 for sector 7 ; 8, being 30/100, increment in sector c will be equal 
to 12, and 6; being 10/100, increment in sector 7 will be 1. The total of 
the two increments will be equal to 12 + 1 = 13. 


In the second period, out of 1000, 50 will be invested (because 
a, = 5%) and out of 18, 6-5 will be invested (because R = 50%). 
Now out of 6-5, 60% will go for sector c and 40% for sector. With 
these values— 


13 60 
Y, =1000-+- 18-+-18 +-—. . ———. . —._— 
a + 18+18 + 3 100 


= 1027-43 


The equation too, yields the same result. 


Similarly the equation can be tested for other periods. 


The equation holds good when the number of sectors is more than 
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Proceedings of the 41st Annual Conference of the Indian Economic 
Association 


Tue 41st Annual Conference of the Indian Economic Association 
was held at Lucknow from 27 to 29 December, 1958. The Conference 
was inaugurated on 27 December 1958 at 2 p.m. in the Malviya Hall of 
the Lucknow University by Shri V. V. Giri, the Governor of Uttar 
Pradesh. The Vice-Chancellor Prof. Aiyer welcomed the delegates. 


Presidential Address 
Prof. M. H. Gopal delivered the Presidential Address on ‘ Towards 
a Realistic Tax Policy for India’. A full text of the address is printed 


in the January 1959 issue of the Indian Economic Journal. 


Discussion 


After the opening session, the Conference divided into three groups 


to discuss the three subjects selected for discussion : (1) Economic 
Organization in relation to Planning, (2) Credit Policy and Economic 
Development and (3) Theory of Public Expenditure. The following 
persons had submitted papers on the three subjects. 


1. Economic Organisation in Relation to Planning 


1. Sailesh Kumar Bose 
2. S. K. Chand 

8. A. Ghosh 

4. P.N. Narasinga Rao 
5. R.C. Patnaik 

6. S. Subbaramaiah 

7. TT. P. Subramonian 


2. Theory of Public Expenditure 


S. N. Agarwala 
Baidyanath Mishra 
M. S. Prakasa Rao 
M. L. Seth 

K. S. Sonachalam 
K. C. Varma 
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8. Credit Policy and Economic Development 


J. H. Adhvaryu 
D. H. Bhutani 
Manjula Ghosh 
B. D. Ghonasgi 
S. Gupta 

R. G. Nayak 

H. N. Pathak 
Ram Naresh Lal 
Y. Seshagiri Rao 
S. G. Tiwari 


The President had appointed one rapporteur for each of the subjects 
and reports prepared by them were printed in the Conference Number. 
A short summary of the group discussions prepared by the rapporteurs 
was cyclostyled and distributed to the members before the subjects 
were taken up for discussion in the general sessions. The following 
are the summaries of group discussions prepared by the rapporteurs : 


Economic Organisation in relation to Planning 


(Rapporteur—J. J. ANJARIA) 
Group Discussion 


THE group reviewed the main points made by the writers of the 
papers under consideration and agreed that the discussion should focus 
mainly on the four issues mentioned in the note by the Rapporteur. 


2. The point was raised whether Economic Organisation should 
be discussed as an instrument for the attainment of certain objectives 
or whether a particular type of organisation was to be viewed as an 
end in itself. It was agreed that the starting point in the discussion 
should be whether the rate of saving and investment in the economy 
was adequate and whether it could be stepped up by suitable changes 
in economic organisation. At some stage, the question could be raised 
whether the type or degree of reorganisation being postulated was 
socially acceptable. 


8. The general view that emerged was that the investible resources 
in the economy were short and the question was not merely one of the 
improvement in the techniques of resource mobilization or of improve- 
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ment in the organisation of production and distribution. There were 
really three topics to be considered :— 


1. How the total pool of resources could be increased ? 
2. How the rate of saving out of this pool could be raised ? 


8. What changes in economic organisation were necessary 
to ensure that the results obtained from a given volume of saving 
and investment were the best possible ? . 


4. Several participants emphasised the limitation of the effort 
so far made both towards mobilisation of resources and by way of 
institutional change. 


5. Some members emphasised the danger of excessive speed in 
making socio-economic changes and some stressed the need to make 
only such changes as promoted capital accumulation. 


6. The broad consensus was that while from the short period 
point of view the limitations of the existing framework should be 
accepted, the same should be to overcome them as speedily as possible. 
For getting the best results economic, political and social optima had 
to be combined. 


7. There was no agreement as to where precisely the limit should 
be drawn in the matter of important institutional changes like land 
reforms and cooperation. Some members emphasised the adverse 
reactions of these measures both on output and on savings. Others 
felt that these changes were basic to a reorganisation of the rural sector 
in a way that would promote continuous and accelerating development. 


8. It was emphasied that in the context of the Plan mere increases 
in taxation were not enough. There would have to be more taxation 
undoubtedly—including taxation of the less well-to-do classes. Taxa- 
tion should proceed hand in hand with increase in output in the agri- 
culture sector. Increases in agricultural productivity were, therefore 
a pre-condition of more development of other sectors. Only if agri- 
cultural output could be increased substantially, could the necessary 
balance between the various sectors be maintained: In this sector— 
and in others attempt should be made to divert surpluses at the source 
rather than to let them first become disposable incomes. 


9. Various devices like fiscal monopolies, state trading and compul- 
sory savings, etc., were suggested in this connection. It was stressed 
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that each one of these devices required to be considered separately 
and in detail for what mattered was how the various devices and 
techniques of resource mobilisation worked in their totality. 


10. Reference was also made to programmes for direct utilisation 
of unemployed man-power. It was suggested that in future planning, 
this type of investment should have an important place. 


11. The question was asked whether planning should be power- 
oriented or consumption oriented, and whether the pattern of invest- 
mént should or should not follow the need for an early increase in 
consumption standards. The answer to this question, it was felt, 
depended upon how quickly and how well the existing economic orga- 
nisation could be changed so as to harness the community more effecti- 
vely to the large production-and-saving effort which was implicit in 
development. 


12. Better organisation of developmental work at all stages, it 
was stated, was vital to the success of financial planning. In the last 
analysis the question was what measure of austerity and hardship 
the community could stand. But, it was clear that developmental 
planning on a satisfactory basis demanded a financial and organisational 
effort commensurate with the objectives. 


Theory of Public Expenditure 


( Rapporteur—R. N. Popuvat)* 
Group Discussion 


Tue Rapporteur indicated the three major issues which have been 
raised in the papers submitted on this subject, namely (a) the optimum 
level of public expenditure and its best distribution among different 
items, (6) the major objectives of public expenditure and (c) the appli- 
cability of the different theories of public expenditure to underdeveloped 
areas. The group recognised that the changing conception of the 
functions of the State, the evolution of economic theory and techno- 
logical advance had an important bearing on the principles of public 
expenditure which could not be considered in isolation from these 


* Dr. D. T. Lakdawala had been 2 the rapporteur for this group and 
had prepared the report on the papers. Due to sudden illness, however, he could not 
attend the Conference and Dr. Poduval was requested to act as rapporteur for this 
group. 
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historical factors. Taking note of these factors, the group considered 
the theory of public expenditure from the following aspects. 


(1) How far are the Principles governing Private Expenditure applicable 
to Public Expenditure. 


While the aim of private expenditure is to maximise profit, the 
aim of public expenditure is to maximise social advantage or welfare. 
It was recognised that maximization of social welfare raised problems 
of inter-personal comparisons of Welfare. The Group discussed at 
length whether the principles of equi-marginal utility which governs 
the distribution of private expenditure could be extended to cover 
that of public expenditure as well. It was felt that this principle 
was applicable only to a limited extent to public expenditure. Public 
expenditures satisfied collective wants and to certain collective wants 
like defence, internal security etc., considerations of equi-marginal 
returns would not apply. Moreover the indivisible nature of public 
goods as also the large area over which they extended were further 
limiting factors on the application of the principle. 


(2) Objectives of Public Expenditure. 


Various objectives of public expenditure like maximising national 
income, employment, balancing regional development and maintenance 
of stability were considered. It was felt that some of the objectives 
like maximisation of income and employment might be conflicting 
and would have to be reconciled. The time-horizon or the period over 
which the objectives are to be realised also assumed importance since 
underdeveloped economies have been trying to compress into a few 
years, development which had been spread over a period of years in the 
advanced economies. There was general agreement that growth with 
stability should be the objective of public expenditure. 


(8) Priorities in Public Expenditure. 


Some members of the Group felt that investment in human capital 
should have the highest priority. Since capital formation is essential 
for economic growth, it was emphasised by some others that public 
expenditure should be directed to this end. The Group recognised that 
priorities depended not only upon economic factors but also on extra- 
economic considerations and as such it was not possible to lay down 
any hard and fast rule. The particular state of development of the 
economy had also an important bearing on the determination of 
priorities. 
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(4) Size or Volume of Public Expenditure. 


The possible size of public expenditure depended on the volume of 
resources that could be raised. It was felt that the volume of public 
expenditure should be large enough to have a stabilizing influence on 
the economy. Resource mobilization, therefore, constituted an 
important problem for underdeveloped economies. 


(5) Criterion of Public Expenditure. 


Beyond a minimum level of expenditure dictated by social or 
collective wants, public expenditure, it was felt, should give direction 
to the economy and step up the level of investment. In so doing both 
the short and long term benefits should be borne in mind. The criterion 
of efficiency in the sense of cost-benefit ratio should largely guide public 
authorities. Asa principle for the pricing of public goods, it was pointed 
out that it would be desirable to equate marginal cost with the sum of 
the marginal rates of substitution of individuals as between private 
and public goods. 


Credit Policy and Economic Development 
(Rapporteur—D. S. SavKar) 
Group Discussion 


In the discussion on Credit Policy and Economic Development consi- 
derable stress was laid on the level of Interest Rates. The consensus 
of opinion seemed to be that considering the needs of planning, higher 
rates of interest would be able to attract more savings and discourage 
inessential investment. It was felt that perhaps essential investment 
could be assisted by some sort of a subsidy. As against this, a few 
others felt that if the Bank rate were to be raised now it would result 
in capital depriciation which may have serious consequences to insti- 
tutions such as banks and insurance companies. In their opinion it 
was possible to achieve the same objective by other measures and 
stricter controls. It was emphasised that there are difficulties in the 
application of interest rate policy which the Reserve Bank seems to 
have realised. Inflation introduces many distortions in the economy 
and it may be difficult to apply policy on traditional lines. 


As regards the availability and utilisation of Credit, the general 
view was that the Reserve Bank should not merely control but if 
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necessary even direct the use of resources. It should not be difficult 
for the Reserve Bank to achieve this by a suitable combination of 
overall and selective credit controls. The Reserve Bank has now the 
necessary experience in the handling of selective credit controls and 
these should be improved upon to meet the situation. Some of the 
speakers, however, did not agree with this, as in their opinion selective 
credit controls had not worked successfully owing partly to the character 
of the money market in India and partly due to lack of cooperation 
on the part of commercial banks. The existence of the non-monetised 
sector also added to the difficulties. In their opinion the solution lay 
in the nationalization of banking. There was however not much 
support to this view and the general feeling was that a suitable combi- 
nation of the various monetary policies would be able to contain 
inflation. . 


The institutional pattern also came in for criticism. Many speakers 
felt that too many institutions were being set up than. were required: 
The Refinance Corporation which was set up recently was, for example, 
not able to utilize its sources. Others, however, felt that specialised 
institutions were necessary to overcome the difficulties of overall credit 
control and one should not generalise from a solitary instance. The 
Refinance Corporation has perhaps not been able to utilise its sources 
because of the plethora of funds with the banks. The situation may 
change in the future. 


The rapporteurs presented the summaries of group discussions to 
the general sessions and a lively discussion followed. The following 
took part in the discussion in open sessions on the three subjects. 


1. Economic Organization in relation to Planning : 


R. L. Sabarwal, Butani, H. Ezekeil, Gyanchand, B. D. Ghonasgi, 
V. M. Dandekar, Mahesh Chand, Chaturvedi, S. K. Chand, 
T. M. Joshi. 


2. Credit Policy and Economic Development in India : 


G. B. Kulkarni, N. N. Shrivastava, Ram Naresh Lal, T. P. Subra- 
monian, H. K. Hazari, S. K. Bose, D. V. Ramana. 


8. Theory of Public Expenditure : 


Baidyanath Misra, Sarangpani, D. V. Ramana, R. L. Sabarwal. 
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4. Discussion on the Current Topic: Foreign Exchange Situation in 
India. 


The discussion was opened by Dr. K. N. Raj and the following 
participated in the discussion. 


D. K. Ghosh, D. R. Gurtu, D. V. Ramana, Prof. Arndt, T. P. 
Subramonian, V. K. R. V. Rao, Prof. Spencer, Sachs, Laxmi 
Narayan, J. J. Anjaria, R. L. Sabarwal, B. N. Ganguli, B. R. Shenoy. 


Annual General Meeting 


The Annual General Meeting of the Association was held at 2. p.m. 
on December 29, 1958. The report of the Hon. Secretary and Treasurer 
was presented and adopted. The report of the Editor, Indian Economic 
Journal for the year 1957-58 was presented and approved. The audited 
accounts of the year 1957-58 were read and passed. 


It was deciaed to hold the next Annual Conference of the Associ- 
ation at Annamalainagar. The following subjects were selected for 
discussion at the next conference. 


1. Approach to the Third Five Year Plan. 
2. Land Reforms and Policy in India. 
8. Inflation and Economic Growth. 


Prof. J. J. Anjaria was unanimously elected as the President of the 
Indian Economic Association for the year 1959. Dr. Baljit Singh was 
elected the Hon. Secretary and Treasurer as from 1 June 1959 until 
which date Prof. N. V. Sovani was to continue to serve as Hon. Secretary 
and Treasurer. Dr. Sonachalam was elected the Hon. Local Secretary 
for the year 1959. The following were elected to the Executive 
Committee. 


Dr. M. H. Gopal (Madras) 

Dr. D. T. Lakdawala (Bombay) 
Prof. N. V. Sovani (Poona) 

Mr. D. S. Savkar (Bombay) 

Mrs. Hemalata Acharya (Nasik) 
Prof. B. R. Shenoy (Ahmedabad) 
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Dr. B. N. Ganguli (Delhi) 
Dr. M. M. Mehta (Bhopal) 
. Dr. D.C. Misra (Cuttack) 
10. Dr. R. L. Sabarwal (Ludhiyana) 
Prof. Mahesh Chand (Allahabad) 
12. Prof. R. K. Amin (Vallabh Vidy anagar) 


M. P. Chitale and Co. were appointed Hon. Auditors for 1958-59. 
Dr. S. K. Muranjan proposed a vote of thanks to the Hon. Local Secretary 
the Reception Committee and the authorities of the Lucknow Univer- 
sity and those who helped in the organization of the conference. This 
was carried with acclamation, Dr. Muranjan moved a vote of. thanks 
to the outgoing President which was passed with acclaim. 


Annual Report of The Indian Economic Association 
for the year 1958 
I HAVE great pleasure in presenting this account of the working and. 


progress of the Indian Economic Association during its 40th year and 
the second year of my secretaryship. 


The Indian Economic Journal, the organ of the Association, con- | 
tinued to make good progress during the year. A separate report on 
its working by the Editor is being circulated herewith. 


During the year under report the ordinary membership of the 
Association recorded a further fall from 482 to 394. The number of 
life-members has increased from 89 to 49. The continuing fall in 
ordinary membership is very disturbing. As I reported last year, the. 
fluctuating element is the large floating membership which lasts for a 
year or two only. The solid core of membership seems to expand very 
slowly, if at all. I request the general body toconsider this seriously and 
suggest ways and means for improving matters in this regard. 


A non-recurring grant of Rs. 5,000/- towards the expenses of the 
Indian Economic Journal was also received during the year from the 
Department of Economic Affairs, Ministry of Finance, Government of 
India. Our thanks are due to them for this grant. We hope that our 
request for increasing it and converting it into a recurrent one will 
be favourably considered. 


The audited accounts of the Association, circulated along with this 
report, show that but for the receipt of fees of the new life members it 
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would have been difficult to make both ends meet except by drawing on 
the fixed deposits. This is not very healthy state of affairs. 


I take this opportunity of conveying my heartfelt thanks to the 
President, the Executive Committee and the members of the Association 
for their cooperation and kindness. 


N. V. Sovanl, 
Hon. Secretary and Treasurer. 


Report of the Editor of the Indian Economic Journal for the year 1958 


Wir the publication of the April 1958 issue of the Indian Economic 
Journal, it completed five years of fruitful existence. We have been 
able to maintain a fairly good standard throughout this period. The 
Journal has made some progress this year. The number of subscribers 
increased from 165 to 172, out of which, 85 were foreign subscribers. 
For the first time, good demand is being exprienced for past issues of the 
Journal. It is a matter of regret that we have not been able to publish 
the Journal very regularly. It is hoped that we would be able to show 
a substantial improvement in the situation next year. 


I should like to take this opportunity to record my thanks to my 
colleagues Dr. R. Balakrishna and Dr. P. R. Brahmananda. The major 
burden of the work fell on Dr. Brahmananda, who toiled hard to see 
that the Journal maintained its reputation. 


I append herewith a statement showing the stock position of the 
past isues of the Journal. 


D. T. Lakpawa.a, 
Bombay, 12th December, 1958. Editor. 
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STOCK OF THE INDIAN ECONOMIC JOURNAL 
on 30-5-1958 


Issue No. of copies 


July, 1953 
October 1953 
January 1954 
April 1954 
July 1954 
October 1954 
January 1955 
April 1955 
July 1955 
October 1955 
January 1956 
April 1956 
July 1956 
October 1956 
January 1957 
April 1957 
July 1957 
October 1957 
January 1958 
April 1958 


STOCK OF THE CONFERENCE VOLUME 


No. of copies 





printed stock 
650 
650 
650 
650 
650 
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INDIAN ECONOMIC ASSOCIATION 
Statement of Receipts and Payments for the year ended 31st May, 1958 


RECEIPTS Rs. nP. Rs. nP, 


Balance as on Ist June, 1957 : 


In current Account with Bank of maegunanens Ltd., 
Poona 4 oon * os ° 13,686.71 


In fixed deposit with the Central Bank of India Ltd., 
Bombay 1 sve 8,361.75 


In fixed deposit with the Senay State ne-omages 
Bank Ltd., Bombay 1 a 1,468.44 
—_—_—_——_—— 18,516.90 


Subscriptions (Including Bank Charges on upcountry 
cheques) : 
From Life Members 
From Ordinary Members 
8,401.10 


Journal Receipts, pen. Bank ape on aw 
cheques... 1,100.09 


Grants 


From Government of India for the anaes 1956-57 and 


1957-58 


From Utkal University, towards mare of the 
conference number of the journal ‘ 


Refund 
From grant to Hindi Terminological Committee 


Interest 


On fixed deposits and current Accounts 


89,341.69 
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INDIAN ECONOMIC ASSOCIATION 


Statement of Receipts and Payments for the year ended 31st May, 1958 


PAYMENTS: 
Office Establishment : 
Salaries 
Postage 
Bank Charges 


Printing and Stationery ... 
Miscellaneous Expenses ... 


Journal Expenses : 
Printing 
Postage 
Salary 


Subscriptions 


International Economic Association 
Honorarium to Auditors 
Furniture : Cost 


Refund to Govt. of India—Balance out of grant for 


Refresher Course 


Balance as on 31st May, 1958— 
Cash with Bombay Office 


In Current Account with the Bank of Maharashtra 
Ltd., Poona 4 ods end ese bes son 
In Fixed Deposit with Central Bank of India Ltd., 
Bombay 1 _ o> ove — ous bee 


In Fixed deposit with Bombay State Co-operative 
Bank Ltd., Bombay 1 fe =e ahi ven 


Rs. 


Rs. naP. 


10,247 .85 
1,660.07 
2,580.00 


Rs. nP. 


14,487 .92 


16,918.75 


5,622.02 


39,341.69 


We have examined the above Statement of Receipts and Payments of the 
Indian Economic Association for the year ended 81st May, 1958 with the Books 
and Vouchers of the Association and find the same to be in accordance therewith. 


M. P. CHITALE & Co., 
Bombay, 3rd September, 1958. Chartered Accountants 
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